_ United 'S‘t‘,:it"eéy'Génefalv"_;&cﬂc()unting Office =

G AO -+ Accounting Standards

S FASABVOLUMET
~ ORIGINAL STATEMENTS

. Statements of Federal
~ Financial Accountlng
» -'Concepts and Standards

A

! GAGADIDZI11 15% (95“’0]

e o




>




B

Comptroliler General
of the United States

o n ,HEADS OF DEPARTMENTS AND AGENCIES

= ;Subject.

Washington, D.C. 20548

B-276365

| Ma.rch 1997

agencxw have been pubhshed m Tlt.le 2 "Accounnng, _of the General
Accounting Office's (GAO) Pali : : ' ,
Ee_dgmLAggnmgs in accordance w1t.h 31 U.S. C 3511. In December 1993 GAO
issued a memorandum explaining that the accounting principles, standards, and
related requirements adopted by the three principals (the Secretary of the
Treasury, the Comptroller General, and the Director of the Office of :
Management and Budget) as a result of the Financial Accountmg Standards
Advisory Board (FASAB) recommendations would be published by GAO after a
sufficient number had been approved. Two accounting concept statements and
exght accountmg standards have now been approved |

The attached Volume 1, "Ongmal Statements ﬁta:&mgm,s_qf_ﬂe_dg[a]_hnangm

, contains the two concept statements and
eight standards as approved and now being issued as a single document. It
supersedes appendix I of Title 2, except for the following 13 areas in appendix I
of Title 2 which have not yet been addressed by FASAB. These 13 still may be
used as authoritative guidance:

Standard C30 "Compensated Absences."
- Standard E10, "Entitlements."

Standard E20, "Equity of the US Government,” related to reversionary
interest in property and trust funds.

Standard F30, "Foreign Currency."

Standard F40, "Fund Accounting," related to deposrt trust, and ﬁducra.ry
funds.

Standard G10, "Grants and Cooperative Agreements."

Standard 110, "Imputed Interest,” related to the cost of capital.

GAO/AIMD-21.1.1 FASAB Original Statements
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Standard 140, "Investments." R o |
Standard L10, "Leases," where the agency is t.he lessor ‘ O
Standard 140, "Long-term Contracts,” related to cost and expense

. ~ recognition. ' o
Standard P40, "Property, Plant, and Equipment,” related to reversxonary

interest in property.

Standard R20, *Regulatory Accounting.”
Standard R40, "Research and Development."

The FASAB staﬂ' are also workmg ona second volume which will contain the
materials in the approved concept statements and eight standards arranged
alphabencally by subject matter, As with Volume 1, that document will-also be
considered as the pubhcatmn of standards supersedmg Title 2, except for the 13
-areas just listed. Volume 1is available in, electromc format on Financenet,

: http.llwww financenet.gov/, federal page, accounnng standa.rds. For a ha.rd
copy, call the Government Pnnung Ofﬁce (202) 512-1800 ' .

lecnng Comptro er General
‘ of the United States .

Attactunent ' '

(922234)
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 FOREWORD

This volume is the first of a two volume set referred to as the "Codrﬁcauon " It

. contains the ongrnal text that currently ‘constitutes the body of accountrng concepts and -

standards for the U.S. Government.” ‘Specifically, the volume mcorporates the followmg o
documents publrshed through February 28 1997 R o

- Statements of Federal Fmancral Accountmg Concepts 1 &2, and
e Statements of Federal Financial Accounting Standards 1.8}

-

Origins ofthe ;sme.“na%u‘s‘ £

i The con pts and standards p ented'rn the two volume set resulted from ‘the Jornt

. efforts of the Department of the ‘I'reasury (Treasury) the Ofﬁce of Management and’ Budgef '
: (OMB) and the General Accounting Office (GAO). These three central agencies, referred to

collectrvely as the pnncrpals establrshed the Federal Accountmg Standards Advrsory Board

(FASAB) in 1990. FASAB was created to consider and recommend accountmg standards and -

pnncrples 'I'he pnnerpals ultrmately decrde upon the pnncrples and standards

The Codrﬁcauon mcludes only those pnncrples and standards agreed 10 by the
pnncrpals FASAB is publishing the Codxfrcanon as a comprehensrve basis of accountrng for -
Federal repomng entities. It is expected that FASAB will continue to recommend statements
on specialized toprcs As new statements and mterpretattons are adopted the Codxﬁcanon
wrllbeupdated R - P T O R R

" Purpose ol" the C'odiﬁcation |

The Codrﬁcatron of Federal accountmg concepts and standards is a two volume set
with' extenslve cross-referencmg and indexing.  The volumes are designed to meet the needs

- of users for references to ongmal statements (Volume I) and to standards alphabenzed by

topic (Volume II) Both volurnes serve as authorrtatrve references to the standards and e
interpretations. R ‘ -

J‘Statlernem of Federal Fmanctal Accountmg Standards No. 8 Supplementary Stewardship Reporting,
has been approved by the Board's principals but may not be impiemented until it has undergone a 45-day review
by Congress. The review was not completed at the time this Volume was published. SFFAS No. 8 is provrded
herein for your convenience and future use. “An announcement: wrll be made in the Federal Regrater when the

_ revrew has been completed and. SFFAS No 8 can:be- unplernented

2For a more extensive descnptron ot‘ FASAB's role, refer to Statement of Fedeml Frnancral Accoununs

k. Concepts No. 1, Objectives of Federul Financial Reporting, Paras. 23—29

Volume 1, Version 1.0 -
February 28, 1997 -
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~ FOREWORD

Volume I

Tlns volume, Volume l--FederaI Fmanctal Accountmg Cancepts and Standards- o q
Original Statements, is a compilation of the documents produced by the Federal Accountmg -
Standards Advisory Board and adopted by the prmcnpals the Secretary of the Treasury, the
Director of OMB, and the Comptroller General of the United States. Once adopted, the

documents are referred to-as Statements of Federal Financial Accounting Concepts (SFFAC or -
Concepts) and Statements of Federal Fmancral Accountmg Standards (SFFAS or Standards)

respectrvely

‘This volume _presents the Concepts in'their entirety. Concepts do not. establtsh Federal
financial accounting standards; rather: they describe the concepts used by FASAB as a
framework as it consrders and recommends accounting prmctples for the Federal govemment
Concepts are meant to guide others mvolved in Federal ﬁnanclal reportmg such as preparers o
and auditors. o : : i

\ ‘l'hrs volume extracts the authontatxve pomons of the Standards ongtnally publtshed in
individual statements as well as the explanatory text contained in any appendrces It does not
reprint the summaries or all introductory and background- matenal since- these sections are not
always essential to applying the. standards or understandmg the Board's conclusions. The
Basis for.the Board's Conclusions for.each standard is- mcluded smce it serves to explaln the
specific provxsrons of the standards

, . A
The glossanes ongrnally publxshed w1th each statement have been codtﬁed m a smgle o @
' glossary . This glossary is presented as the last appendix to the volume, : ‘

VolumeH S _ | ; ‘ | -

Volume II of thts set, A Users Gmde to Federal Fmancral Accoummg Standands isa
codification of the standards. Volume II presents the standards alphabetized by topic, pulls -
together all references to a particular topic in one section, and integrates-illustrative material
from both the SFFASs and the original Exposures Drafts wherever possible.

Applicability

, The mtsswn of FASAB is to recommend accountmg concepts and standards that result
in federal agencies' financial reports including understandable, relevant, and reliable -
information about the financial position, activities, and results of operations of the Umted
States government and its component units. In addition, the standards should foster the

Volume 1, Version 1.0 - ‘Q N
February 28, 1997 = - o
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lmprovement of accountmg systems and rntemal controls that will help provrde reasonable
assurance to users that govemment activities have been conducted: economically;’ efﬁcrently, b
and effecttvely, and in comphance with apphcable laws and: regulattons “Therefore;: FASAB :
belreves that federal financral accountmg concepts and standards should be considered'in -

establrshmg systems and in marntarmng day-to-day ﬁnancral records as well as bemg applred :
to general purpose ﬁnancral reports of U. S. Government reportmg ‘entities. “This belief is -

consrstent ‘with the requirements of the Federal Fmancral Management Improvement Act of
1996 which states that "each agency ‘shall rmplement and maintain financial management -
systems that comply substannally with Federal financial management systems requirements,
applrcable Federal accountmg standards, and the Umted States Government Standard General
Ledger- at the transaction level LAt FRRL v

’I'he specrﬁc applrcabllrty of the standards to components of the Federal govemment :
was consrdered dunng the development of Statement of Federal Fmancral Accounnng

_ Concepts No. 2’ (SFFAC No. 2), Entity and Drsplay SFFAC No. 2 lists criteria for mcludrng o

components in Federal reporting entities (see pp. 75- 77) and provides the following guidance
with regard to components required by law or policy to issue financial statements prepared in
ac¢ordance with accounting standards other than'those constituting Federal GAAP. For .
example, ‘some components are required to apply accounting’ standards issued by the Fmancral
Accountmg Standards Board or a regulatory agency. Those components should continue to
apply the’”standards requxred by law or polrcy for their financial statements. The reporting
entities of ‘which the components ‘are a part, however, ‘need to be sensitive to differences that

'may arise from the different accounting standards If these differences are material, the
standards consntutmg Federal GAAP should be applled for purposes of including the
~ components in entity-wide statements.’ In such cases, the components may need to provide

addmonal dlsclosures or dxfferent measurements requrred to comply wrth Federal GAAP

The standards need not be applred to tmmatenal rtems

Hierarchy of Federal Cenerally Accepted Accounting Principle‘s v

- The hlerarchy of generally accepted accountmg principles' (GAAP) governs what
constitutes GAAP for all U.S. government reporting entities. *OMB publishes the hrerarchy in
its bulletin entitled Form and Content of Agency Financial Statements. 1t lists the priority
sequence of sources that an enttty should look to’ for accounung and reporttng guidance.

*Title VIlI--Federal Ft'nancial Mana'gemenr lmprovemem Act of 1996, Sec 8‘03(a)k o

_ 4"At:t:ounttng principles” are those conventions, rules and procedures necessary to define acceptable
aeeounttng pracuee at a particular time. ‘ v

Volume I, Version 1.0

February 28, 1997
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FOREWORD

+In. 1996, through the Jomt eﬁ’orts of the Treasury, OMB and GAO a body of B
generally accepted accounting principles (GAAP) covering most transacnons was promulgated' :
for the Federal government.  However, agencies may engage m transacttons that are not ' q

“addressed by these standards. In that event, agencies should vrew the hrerarchy as provrdrng
sources: of GAAP for the Federal Government. Whlle many of the standards compnstng
-Federal' GAAP have already been made effectwe, three of those standards will not be
effective until fiscal year.1998..The following. hierarchy® determxnes GAAP for U S
govemnment reporting ermtres begmmng in fiscal year 1998: o

1. Individual standards agreed 10 by the Director of OMB, the Comptroller
General, and the Secretary of the Treasury and publtshed by OMB and the :
General Accountmg Ofﬁce

: 2§ o Interpretattons related to the SFFASs 1ssued by OMB tn accordance wrth the
: - procedures outlined i in- OMB Crrcular A-134 Fmancral Accoummg Prmcrples
‘ and Standards . )

3. _. 'Requrrements contamed m OMB's Form and Content Bulletm in effect for the ‘
: vpenod covered by the: fmancxa.l statements. :

-4, !Accountmg pnncxples pubhshed by authontatrve standard settrng bodres and
‘other authoritative sources (a) in the -absence of other guidance in the ﬁrst three ,
- parts of this hierarchy, and (b) if the use of such accounting pnnclples o % j
o _.rrnproves the meanmgfulness of the financial statements. | v.

The above hrerarchy may be tmplemented earher than ﬁscal year 1998 with approval
* from OMB. Until the above hierarchy is effective, U.S. government reporting entities will
continue to follow the hierarchy established’ for an "Other Comprehensive: Basis of
Accounting” (OCBOA) and presented below: | o

1. Individual statements agreed to and published by the JFMIP principals.

2. _Form and content reqmrements included in OMB Bulletrn 93-02 dated October
22,1992, and subsequent issuances. 5 e o

3.  Accounting standards containedin.agency accounting policy,procedures .
manuals, and/or related guidance as of March 29, 1991, so long as they are

*The hierarchy was published in OMB Bulletin 97-01 dated October 16, 1996.
SThe hierarchy was published in OMB Bulletin 94-01 dated November 16, 1993.

Volume 1, Version 1.0 - ' o Q

February 28, 1997
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’ 'f'prevalent practxces o i

4, Accountmg pnncxples publtshed by authorttatxve standard settmg bodres and

' other authoritative sources (1) in the absence of other guidance in:the first three:
parts of this hierarchy, and (2) if the use of such accountmg standards tmprove :
the meaningfulness of the ﬁnancxal statements : . ,

@

‘Source for Interpretations

OMB Circular A-134 describes the policies for seeking and providing interpretations
and other advrce related to the standards.” ‘An interpretation is a:document of narrow scope

* that provides clarifications of original meaning, additional definitions, or other guidance

pertaining to an existing SFFAS. Requests for interpretations should be directed to OMB's |

v Ofﬁce of Federal Frnancral Management or to the Executrve Dtrector FASAB

‘OMB and FASAB wrll respond to the request for gutdance by provndmg techmcal
assistance unless they determine that the response should be an Interpretation. In that event,
FASAB staff will provrde written copies of the request to the Board members. FASAB staff
will examine, ‘as appropriate, applicable literature and consult with knowiedgeable persons and
draft an Interpretatron of Federal Financial Accountmg Standards. FASAB will consxder the -
draft lnterpretatron at an open meeting. After a majority agrees and the representatives of the
three, pnnctpals (Treasury, GAO, and’ OMB) approve and s1gn the tnterpretatton the
mterpretatton wrll be pubhshed by OMB and GAO RS

Orgamzatron of the. Codtﬁcatton

Volume I presents the text of the ongtnal statements as descnbed above Each

- statement is presented as a separate chapter. The issue date and effective date of each

statement are presented first. -Next, references to relevant sections within- ‘Volume I and to

Volume II are provided. Any tnterpretatrons that relate to the statements are also 1dennfted

~ In some cases, the statements have been affected by later statements or affect earlrer
statements. References direct the- reader to the affected paragraphs and indicate the source of

 the change. Within the text of the statements, provisions deleted as a result of other

statements are marked with strikeouts and provisions affected by other statements are double-
underlined. Double-underltned text remains as originally published. The. double-underlmmg
is tntended to alert the reader to the fact that it has been modtﬁed or aﬁ'ected by a later
statement. \

Volume I, Version 1.0

February 28, 1997
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FOREWORD

A brief summary of the statement is presented A table of contents referenced to both
page and paragraph numbers follows the summary. Note that the paragraph numbers are q
those originally expressed in the individual statements despite the omission of some \
paragraphs Any omitted paragraphs are indicated in the table of contents.

Volume I also presents the followrng appendxces

Appendrx : 'l'oprcal Index

Appendix B: Effective Dates of Statements

_Appendix C: . Listing of Interpretations Published by OMB -
Appendix D: - . Topics Not Yet Addressed . _,
Appendrx E: Consolrdated Glossary

Volume His under development at thrs nme and wrll be orgamzed alphabetrcally by

- topic. Topics will be specrﬁc financial statement items. Each topical section will be
identified by an alpha-numeric code (for example, PlO for "Pensrons") wrth numbers selected
- to allow addmon of future topics.

Paragraphs wrthrn each sectron mll be numbered consecutlvely 'l'he followmg
numeric format has been proposed

Paragraphs .100 - 599 Standards and Potential Note Disclosures o S
Paragraphs .600 - .699: Interpretanons Published by OMB - L % ;
Paragraphs .700 - .799: Nonauthontanve Discussion & Illustratrons

Source references will be provrded in paragraphs 100 599 to indicate the ongrnal
statement from which material was drawn. The references will appear in brackets at the end
of each paragraph or illustration. For example, the reference [SFFAS 7, para. 81] refers to
Statement of Federal Financial Accounting Standards No. 7, Accoummg Jor Revenue and
Other Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting,
paragraph 81. Source references will be provided in the nonauthoritative paragraphs as
footnotes to permit more descnpnve identification of the sources.

Volurne I will present the followrng appendices and may present others:

-- Topical Index

-- FASAB Active and Future Projects
-- Topics Not Yet Addressed -

-- Consolidated Glossary

- . . . /,/“"‘ !
Volume I, Version 1.0 \) }

February 28, 1997
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', VolumeIIRefer ces: . o

STATEMENT OF FEDERAL FINANCIAL
ACCOUNTING CONCEPTS NO 1

Objectlves of Federal Fmanclal Reportrng

- STATUS
Issued: - o . ::September 2 1993 .
Volume ‘I'Refere'ncee:‘ . The ob)ectrves provrde the framework for all standards

Interpretations: -~ :

Affects: ‘No other statements.”
Affected by: . No other statements.
| SUMMARY

This document isa conceptual statement on the objectrves of ﬁnancral repornng by the

- federal govemment It focuses on the uses, user needs, and objectives of’ such reporting. 'I'he'_

objectives are designed to guide the Board in developrng accountrng standards to’ enhance the
financial information reported by the federal govemment to (1) demonstrate its accountability,
(2) provide useful mformanon, and. (3) help intermnal users of financial mformatron improve

the govenment's management. In addition to:guiding the Board, the objecnves ‘may serve as |

useful guidance to others mvolved in Federal financial reporting. For example, the: objectlves'
may be useful in developrng accountrng polrcy, desrgmng reports and wrmng narranves and
notes to ﬁnancral reports :

The objectrves reﬂect the federal envrronment They also consrder many of the needs
expressed by current and potential users of federal financial information. They provide a
framework for assessing the existing financial reporting systems of the federal government

- and for considering how new accounting standards might help to enhance accountabrlrty and

decision-making in a cost-effecnve manner.

Volumel Versron 1.0 |
February 28, 1997

11

therefore, all SFFASs address objneenves_ in the explmatgry text.
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SFFAC NO. 1

The four objecttves of Federal Fmancta.l Repomng are:

Budgetary Integrity--Federal financial repomng should assist in fulﬁlhng the govemment‘s duty to be
publicly accountable for monies: raised through taxes and other means and for their expenditure in
accordance with the appropriations laws that establish the government's budget for a particular fiscal

- year and related laws and regulations. Federal ﬁnnneul reporting should provide information that helps
the reader to determine

. how budgetary resources have been obtained and used and whether their aequtsmon and use
were in accordance with the . legal euthonzatton,

. the status of budgetary resources, and

. how information on the use of budgetary resources relates 10 information on the costs of

program operations and whether information on the status of budgetary resources i is consistent
“with other aooountmg tnformatton on essets end lxabtltt.tes S lp e ‘

: wg_&ﬁgmngg-}'edenl ﬁnnneul reportmg should esstst repon users m evaluattng the service
efforts, costs, and accomplishments of the reporting entity; the manner in which these efforts and -
eooomphshments have been financed; and the management of the entity's assets and lubtlmes Fedeul

~ financial reporting should provide information that helps the reader to determine :

o the costs of providing specific progmns and activities and the composition of, and changes in,
~ these costs;

. the efforts and accomplishments essocteted with fedenl progmns and the ohmges over time

and in relation to costs; and

. the efﬁotency and effectiveness of the govemment’s management of its assets and hebxlme:

v&u:dghm'-l’edenl financial repomng should assist report users in assessing the impact on the
country of the government's operations and investments for the period and how, as a result, the
-government's and the nation's financial condition has changed and may change in the future. Federal
financial reporting should - provide information that helps the reader to determine whether

. » . ‘the.government's financial position improved or deteriorated over the period, ,
. future budgetary resources will ltkely be sufﬁotent to sustatn publto services and to meet
obligations as they come due, and
. govemment opentxons have contnbuted to the nnuons current and future well-bemg

mm_md_anng_l-Fedenl ﬁnenoml reporttng should assist report users in understandmg whethet

- financial management systems and internal. eoeounung and administrative controls are adequate to
. ensure that

. - /transactions ere executed in eoeordance thh budgetary and financial laws and other

reqmrements consistent with the purposes authorized, and are ‘recorded in eocordanoe with federal

‘accounting standards;

. assets are properly safeguarded to deter fnud waste, and abuse; and

LI perfomnee measurement mformeuon is adequately supported.

Volume I, Vereion 10
February 28, 1997
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CHAPTER 1: FEDERAL FINANCIAL REPORTING AND THEZ ROLE
OF THE FEDERAL ACCOUNTING STANDARDS ADVISORY

'BOARD o , | y 0)

21. Financial reporting by the federal government provides information for
formulating policy, planning actions, evaluating performance, and other. purposes. In
addition, the processes of preparing and auditing financial reports can enhance the - -
government's overall accountability structure by providing greater assurance that -
transactions are recorded and reported accurately, that consistent definitions are used

" to describe the transactions, etc. Thus, federal financial reporting helps to fulfill the
government's duty to mapage programs economically, efﬁcnently. and effectively and
to be publicly accountable. .

22. ancul repomng is supported and mde possxble hy nccountmg and
accounting systems. “Financial reporting” ‘may be defined as the process of recording,
reporting, and mterpreung, in terms of money, an entity's financial transactions and
events with economic consequences for the entity. Reporting in the federal
government also deals with nonfinancial information about service efforts and
accomplishments of the government, i.e., the inputs of resources used by the
government, the outputs of goods and services provided by the government, the .

- outcomes and impacts of governmental programs, and the relationships among these
elements.?

ROLE OF THE FASAB IN FEDERAL ACCOUNTING AND FINANCIAL REPORTING

23. The mission of the FASAB is to recommend accountmg standnrds [for the
federal government] after ... considering the financial and budgemry '
information needs of congressional oversight groups, executive agencies, and

. -the needs of other users of federal financial information.®

The FASAB and its sponsors believe that any description of federal financial reporting
objectives should consider the needs of both internal and external report users and the
decisions they make. This implies a different role for the: FASAB than for the
Financial Accounting Standards Board (FASB) and the Governmental Accounting
Standards Board (GASB). The FASB sets financial reporting standards for privately
owned entities in the United States. The GASB sets financial reporting standards for
state and locll governments.

24, ‘I'hose Boards exist primarily to set standards for geneml purpose financial -
reporting to exteml users of financial reports. This is because those users, by

2Except where the context indicates otherwise, the term “government” in this document refers both to
the Us. govemnment as a whole and to xts component reporting entities, such as agencxes and programs.

: 3l"rom the FASAB Mission Statement, approved by the Board and by the Secrem'y of the Treasury, the
Director of OMB, and the Comptroller General of the United States in 1991.

Volume I, Version 1.0 ' e ) }
February 28, 1997 N
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- definition, have limited ability to controlthe natu.re o‘f thetnformatwn mlde avarlable '

to them. The FASB and the GASB do not need to weigh heavily managers'
mformauon needs because those’ mdmd deﬁnmon, are assumed to have ready

& .- access to the mformauon they need ‘abon the mahcxal tmnsaotxons and events that
',nffeet the ﬁnanoul posmon, operatxons, and ﬁnnnoxal condmon of the entities they

25. The FASAB on the other hand, consxders the mformauon needs of both
internal and external users, In part, t this i is beoause the drsuheuon between internal -

" and external,users ls_m many ways. less sxgm ant for the deral government than for'

Board and its pubhc deliberative process a o;provxde hew arena for the pamexpoau
to dehberate ’and to drsoover how federal accountxng and t'manonal reporting can be
xmpl’oved. ‘ A :

28 Just as the trodmonal dlstmotxon between rnternal and external repon users 1§
less useful in the federal context, some of the tradmonal ways of classxfymg financial

report: are less relevant Reports oan be mtended pnmnly for a designated specul

purpose or for general purpose use.. In the féderal- govemment as in most entities,

internal financial reporting is desngned for special purposes.  Internal ﬁnanexal

. reporting helps managers to plan, conduct, and coordinate their aouvmes and to

evaluate the eoonomy, efﬁetency, and effecuveness of thexr programs

29. Much' external federal t’mancxal reporting also is for. special purposes, but

' some is for generel purpose use; that is, it attempts to meet the common needs of -
* many diffcrent users who have hrmted power to demnnd mformauon directly. These
- reports are known as general purpose reports ‘- b

‘I state nnd locel governmental aeeountmg. the tenn general-purpose ﬁnancxal statements (GPFS)”
hass quite speorﬁc meaning. Standards published by the GASB define in detail the form and content of such -
reports. The term generol-purpose reports is used in 8 more genenc sense in this doeument to refer to a variety
of fedenl ﬁmeul reports. ‘
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LIMITATIONS OF FINANCIAL REPORTING |
30, _ The FASB end the GASB focus pmmnly on general purpose financial |
reporting because that is thenr rnnndate and reason for being. Even so, those Boards /)
‘recognize that general purpose financial reporung is not the only source of financial
information about such entities. In many: cases, users of general purpose financial

reports need to consult other sources to satisfy their information needs. This is no less
true for the fedenl government.

31. -~ ‘While certam mfonnatron is provrded by genenl purpose financial reports,
other mformat:on is better provided by, or can be provided only by, financial reporting
outside such reports Still other information is prov:ded by nonfinancial reports or by
fmmcul reports about segments of the nauoml society other than the federal
govemment md xts component enuues (8. economxe repomng)

32, Often. to sausfy the mformauon needs of various mdmduals, it is neeessary
to combine and report ﬁnancxal and nonfinancial information. Often, combining
mformnuon about the: govemment ‘with information about aspects of the national
society is necessary to assess past or planned governrnental actions. For example,
mformauon about the number of people gamfully employed after participating in a
"vocational education program would be important both in assessing past governmental
expenditures for training and in. evnluaung plans for sumlar new expendntures

33. Some. quesuons arise with special force regarding the nature of general
'purpose reports because, by deﬁmuon, no user or potermal user is able unilaterally to
define the reqmrements for these reports. The FASAB is, by design, well constituted
to consider the i issues involved with such reports :

34, ‘Federal accountmg also must support specml purpose reportmg to the -
Congress, executives, and others that the FASAB represents. Indeed, most federal -
financial reporting is special purpose reporting. ' Also, the Board notes that traditional

“general purpose” financial reports may serve a larger and more useful purpose for a
varniety of audiences if traditional designs for such reports are. .expanded to include a
variety of reports. addressmg budgetary integrity, operating performance, stewardslup, _
and control of federal activities.

' EVOLUTIONARY APPROACH

|35, The FASAB recognizes that developlng and implementing standards that will
contribute to achieving certain objecuves may take considerable time. Time will be
needed to establish mfomuon-gathenug systems and to gain experience by
experimenting with alternative approaches

36. The FASAB expects that some of these objectives may best be accomplished

- through means of reporting outside general purpose financial reports. Indeed, the
FASAB recognizes that information sources other than financial reporting, sources
over which the FASAB may have little or no influence, also are important to
aclnevmg the goals xmplxed by these objecuves

37. In developing speexﬁc standards, the FASAB will consider the needs of
financial information users, the usefulness of the information in relapon to the cost of

‘Volume I, Version 1.0 ’\) )
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developmg and prowdmg it, and' the abthty of accountmg standards to address those

. needs compered thh other mformetnon_sources o

BACKGROUND INFORMATION ON FEDERAL FlNANClAL REPORTING
- : 38, thferent people are lxkely to talk about " very dtfferent things when asked to

. ';v . descnbe federal financial repontng or federal accountmg A few examples wxll
_;lllustrate thxs pomt o

' .done in the U‘.Sb Depertment ot' Couhuerce 'bcgtnhing in the 1930s and earher by
o ,pnvate orgnmzcuons‘ Lo , g : -

o ‘vbaccountm’ perioc , such as'a year. The approach is"to provxde such a picture through :
"a set of accounts. that aggregate the accounts belongmg to the individual transactors in

~ the economy—workers, businesses, and consumers, among others--whether or not

_ w_formnl eccounung statements extst exphcltly for all of them '

781 The NIPAs provide vital information ‘to pohcymakers and others who are
'plenmng fiiture actions and to individuals ' who would like to assess the effects of past
" actions.” The NIPAs are recognized as

“national. govemments For this reason, 1
of Neuonnl Accourits (SNA) ‘The SNA

ssentml* part of economic reporting by
Umted Nations has developed the System
a cornprehensxve, integrated, and
tnternettonally comparable staustlcal base for 2 nalysxs m key pohcy-makmg areas,

_such as economic growth mﬂauon, and prod I tmty

‘42. . This Statement does not deal directly w1th such accounts of the economic

g actmty of the muonel society.  The focus of this Statement is on accounting systents
' “"and financial reports thet deal with the budgetary mtegnty, operatmg performance, and

stewardslnp of the govemment as such that Is, of the government as a legal and

“of the govemment‘s performance and stewardshxp, ccononnc and other information .
about the national society is essential. Thus, the FASAB ‘may consider whether such
economic information should be included in certain financial reports, such- as general
purpose ﬁnnnctal reports for the U.S. government as a whole. ‘

43, A ﬁnmeul enelylt on Wall Street, when asked about federal ﬁnanclel
reporting, is likely to think of the “Daily Treasury Statement” and.the “Monthly
Treasury Statement of Receipts and Outlays of the United States Government.” Some
financial analysts study these Treasury reports regularly to assess the effect of cash
flows on bank reserves and the size of the government's borrowing requirements.The
federal government's borrowing is viewed as free of default risk because of the

-government's ability to tax and to create money. The power to tax depends on the

government's willingness to tax and the strength of the .economy.
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4, From a longer-term perspectnve, it is true, however, ;hat borrowers
expectations about such factors as future inflation and the relative value of the dollar
compared with other currencies can influence the borrowing costs of the United States.
Those expectations, in turn, may be .influenced by the deficit reported or projeoted by
the government, the current. mﬂanon rate, and other factors. _

45. .Someone concerned with formulating or executing the U.S. Imdget when
asked about the “federel Aaccounting model,” is likely to think of the budgetary

- accounting system. ‘This is the system used to keep track of spending authority at

- various stages of budget execution from appropriation through spportionment and
allotment to obligation and eventual outlay This system is used by Congrese and the
-execuuve brench for such purposes as “sconng the budget and for assessing the

dleeggregeted levels ‘of oourse. beople involved with the budget also are informed
by, and. rely on, sources of information other than the 4budgetary accounung system,

B &g program evelueuon end performence meesures

46. Although the FASAB does not reeommend standards for the budget or budget

.. concepts, pm of its mission is to recommend eccoummg prmctples that will help
. provide relevant and reliable financial mformenon to support the budgetary process.
- Furthermore, mformnuon about budget execution is essenual to assessmg budgetary

mtegmy

47 Aocountelm worklng for the fedenl government, individuals eudlth(

. government programs, or students in a governmental accounting course are hksly

to think first of what are known within. the federal ‘government as the “propnetary”

~_accounts and the reports prepared in part, from information in them. These sccounts

are used to record assets and liabilities that are not accounted for in the budgetary
accounts. These reports are said to present "financial posmon and "results of
operations” in accordance wrth some set of accounting standards. The FASAB 13 most

~ directly concerned with these accounts and with the reports that are prepared, in large

part, thh mformauon from them

48. Attenuon to thxs and other aspec!s of federal accounting and financial

: reporung has been greatly increased by the Chief Fmancxal Officers Act of 1990 (CFO
- Act). This aol mandates improved financial management by requiring, among other

things, (1) new finenoml orgemzet:ons, (2) enhanced systems, and (3) audited financial
reporting. However, the FASAB's area of concern is not limited to the reports
required by the CFO Act.
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CHAPTER 2: THE FEDERAL ACCOUNTING AND FINANCIAL
O REPORTING ENVIRONMENT

SOVEREIGNTY

49, Fmancml reportmg is'an unportant. basnc tool in the manegement and

ovemght of most organizations. It is: particularly important for the federal

‘government because of the- government's fundamental nature and responsibilities and

because the federal govemment operates with fewer external restraints than other

" entities. Federal accounting and financial reporting are shaped by, and need to

respond to, the unique characteristics and environment of the federal government, as
discussed below. :

2 50 " The fede: govemment is umque, whe , compared wnh any other emxty in
o the country. because itis the vehxele through wlnch the:citizens of the United States
- exercise their’ soverelgn power “The federal’ govemmem has the power. through law, .-
s 'reguleuon and taxation to exercise ‘'ultimate control over: ‘many facets of the national
* economy and society. -All otheér entities within 'the nation, both public and private,
.operate within the context of laws, oversight; and accoumablllty established by the

national government. The federal government is accountable only to its citizens. It is

~ ‘politically’ ‘accountable to the electorate, but tio hlgher agency has the power to
i demand an accountmg from t.he government v : :

SEPARATION OF POWERS

e

51. Because' of theu' concern about potenual abuse of the national govemment‘
power, the founders designed a government characterized by the separation of powers.
Each branch of government—legislative, executive, and Judicial—is checked and

~ constrained by the others. Paradoxically, this same ‘separation of | power can obscure

responsibility and reduce accountability. The interrelated responsibilities of the

* legislative'and executive branches, for example can make it dxfﬁcult to assign
'responsnbxhty for the pohcxes that are: adopted :

5The word “sovereign,” much discussed by legal and political philosophers, is used here in its broad,
popular sense to imply (1) internally that the people are the ultimate (if indirect) overseer or authority in the
decision-making process of a.democratic: state and (2) externally that the state is.autonomous or independent. As
noted by one euthonty on the sub_;ect either type of sovereignty, internal or external, implies that there is no
higher agency. In a more limited sense, sovereignty is the power to make or change the law, a power-exercised
collectively by individuals and institutions operating in a complex system of relationships. 'See “Sovereignty,”

W. J. Stankiewicz, The New Encyclopedia Britapnica, 15th. ed. (1976), vol. 17, pp. 309-313.
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F EDERAL SYSTEM OF GOVERNMENT

52, ' The federal system of govemment— comprising federal, state, and locll o
levels of government—also makes it difficult to pinpoint accountability for many ﬂ
programs. The federal government's responsibility relative to that of the states has
gradually expanded. The federal government has undertaken responsibilities in aress
such as income redistribution, education, and heaith care. Often, however, the :

. expansion has come without direct federal control over related operations.

. Responsibilities and financial resources of the three levels of government have become
- intermingled.- Citizens are not clear about who is in charge, whete to press for
- performance, and. whom . they should blame for bad results.

AR

RESPONSIBILITY FOR'THE COMMON DEFENSE AND GEWL WELFARE

53. The federal government is unique in that it has continuing responsibility for -
. the nation's common defense and genersl welfare. As a result, the government's
.- financial condition is necessanly a seconduy consxdenuon in many cases. For
- -example, the nation would enter into military. conﬂlct 1o protect its vital national
- interests-despite the fact that doing so would worsen an already large deficit.
_ (Similarly, the government's greatest resource is one that it does not own but can tax:
the national economy ) ‘ - i

54, Further, prov:dxng t‘or the nation’s genenl welfm is a broad responsxbxhty
that mvolves multiple goals.. There is no single measure. of success (like “return on
investment” or “earnings per share™). Goals often are not explicitly defined in
quantifiable terms and sometimes coaflict with each other. ‘Relevant measures of
performance are usually nonfinancisl. For example, many federal loan programs are - :
. charged with two conflicting goals: (1) to opeme asa ﬁscally prudent lender and (2) N
to provide highvrisk lenders with eredit. | % j

POWER TO TAX, BORROW AND CREATE MONEY

55. As stated. the federal government has unique access to financial resources and
financing. It has the power to tax, to borrow; and to create money. These powers
give the government a call on the underlying weaith of the United States—a vast but
finite pool of resources. :

56. There is no constitutional requirement to provide sufficient revenues to fund
expenditures of the federal government. There is a statutory limit on the amount of
U.S. debt. This limit is routinely increased by Congress and the President. The
federal government's ability to finance its debt has not been constrained by capital
market assessments of its creditworthiness. It is true, however, that the cost-of"
servicing the U.S. debt now constrains the range of feasible fiscal and moneury
policies more than was fonnerly the case.
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57. The fedeul government—th:ough the Federal Reserve—also has the power to-
B : " create money and to control its supply.® This ensures that creditors will be repaid, at
C e eest in nominal terms. When the government's débt is large, it also provides a
( Q e ”temptatton to create money, as’ well as mﬂatnon : o

RS AP

INI'LUENCE OF ORGANIZED INTERESTS

58."'—"* : Beeense of the size end nature of government progrems it is difficult for
individuals to evaluate or to mﬂuenee poltctes and aettons of the federal government.
Typically,’ mdmdunls must organize to exercise influence. Smll groups whose
' members-are slgmﬁeantly affected by a:common factor or concern can be. organized
; o relnnvely eutly, but they may'find it difficult to wield much influence. Large groups
i may ‘betinfluential; bit organizing'them dtfﬁcult if-the ‘members. hiave common but
e dtﬁ'use tnterests Once orgemzed, aterest ‘groups ‘tend:to” pexpetuete themselves.

SogEor

59. As (] result. most elected and eppomted fedenl o mals, end the groups to
~ which they are responsive, have been ‘interested. pnmnnly in mformetton ebout -
individual government programs, functxons, or activities.- They hnve been yle
~ interested in information about the govemment asa whole and even léss eoneemed
- -about mtermedtete levels of reportmg, sucb as 1ndtvxdual depemnents

POLITICAL "svsrm VERSUS pkwul-: MARKETS‘»’

60, ‘The federel government is not subject to the: discipline of competmve markets
for private goods, services, and capital. Generaliy, transactions between citizens and -
D the government are not individual exchanges between willing buyers and willing
:/“" } ' @i om oo sellers. “Taxpayers provide resources involuntarily, based on their consumption,
- P - weslth, or income rather than on their-desire for particular- government services.  Even
- ~when user fees-are charged, they ‘often are not intended to represent market clearing.
o pnees—pnees that would. in markets for pnvate goods balenee supply and demend

61. . Thns, citizens as’ xndtvxduals have little say in seleetmg the public services
~ they pay for. Decisions on what public semces will be provided are collective

decisions. made through the political process. " - Politically- influential recipients of

beneﬁts can force less mﬂuenual non-recxpxents to bear the cost of the benefits.

62. Further, because most govemmentnl revenues are not earned in mdmdual
voluntary, exchange transactions, no pnvate mrket directly measures the value of
‘output.” Consequently, the value added: to society's well-being by government |
- programs cannot. be gauged by conventional ‘measures of net-income, nor is there
-much’ competitive market constraint:on the: quantity or quality of services. provided.
" Instead, decisions about the quantity, queltty. and velue of- publtc services are
collectxve dectsxons made by the polmeal process. . _

SThe Federal Reserve Board functions as a largely mdependent entity but is, of course, a govemment
agency created by congressional action.
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ASSETS

63 N The govemmet:t 'malces sxgmﬁcant mvest.ments m assets including public
.domain assets and large investments intended to produce growth (educational

programs and research and development for example)

64, In govemment as in the pnvate sector, assets are expecwd to provxde benefits
that outwexgh costs. - In the private sector, the notion of benefits is relatively

- straightforward: - benefits are measured in terms of cash inflows. Assets are not
-:: aequu'ed unless. the value of expected cash ﬂows exceeds. ecqumuon costs.

e 65 - In t.he government. t.lus dxscxplme does not munlly exist. Expected benefits
", often are not cash inflows but rather are the services provided by the asset.

Sometimes those: services are. provxded to the government itself (e. g., government
office buildings or-motor. pools) -More often, the services are provxded to the pubhc
(e 8., education nnd researeh and development). o

RESPONSIBILITY TO THE NEWS MEDIA

! 66 g 'l'he federal government is subjected to. and should encourage, scrutiny by the
news media. Because of the lack of external restraints and because the government's

power ultimately resides in the citizens, it has a specul responsxbxlnty to cmzens and
taxpayers to disclose its acuvmes ; : v

IMPORTANCE OF THE BUDGET

The budget is the most wxdely recogmzed and used financial report of the

‘federal government. - It.is a ‘principal surrogate for the missing external restraints

discussed above. It is a vehicle for the political.process to reach agreement on goals -

-and to allocate resources among competing priorities. ‘It provides a system for

controlling expenditures. And it supplies information necessary for asseéssing the

‘effect on the: ‘economy. of the government's fiscal policies. The role of budgeting in

financial reporting is: dxseussed further-in Chapter 7 under “Relntxonslup of Financial

“Repomng to Budgeung ?

NEED FOR SPECIAL CONTROL MECHANISMS

: 68; The lack of extemal restmnts noted ebove creates 4 need for special control
‘mechanisms. Some mechanisms exist today. The most important, of course, are the

political constraints and accountability imposed.by regular elections and the sepanuon

- of powers and the other constitutional constraints and nccountabxlmes such as the

federal system and freedom of speech.

69. Accounting and financial reporting also play a role. Budgetary obhgmon
accounting is used to control activities, primarily at the budget account level. Audited
financial reports can provide users with assurance that accountmg systems are
providing consistent and reliable data.
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“70,00 However, the need for mpfovementm f'mncm“lﬂfe:pomng is widely . 0.

recogmzed as is the fact that financial: mfomnuon alone often is insufficient fOt ;
decxsxon-makmg For exnmple, financial information on costs oﬂen xmm be combmed
with nonfinancial information on performance to provide a basis for assessmg the
efﬁcxency and effectiveness of government programs.
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| CHAPTER 3: ACCOUNTABILITY AND USERS' INFORMATION .
NEEDS--THE FOUNDATION OF GOVERNMENTAL FINANCIAL ,
REPORTING S \/}

7M. It may be said that “accountability” and its corollary, “decision usefulness,”
comprise the two fundamental values of governmental accounting and financial
- reporting. They provide the foundation for the objectives of federal financial
reporting. Because a democratic government should be accountable for its integrity,
performance, and stewardship, it follows that the government must provide
information useful to assess that accountability. Similarly, because a democratic
government is accountable for operating economically, efficiently, and effectively, for
the purposes intended by citizens and their elected officials, certain other conclusions
A logically follow. . Specifically, those who formulate, select, and implement government
v ' policies and programs need mfon'nsnon useful for planmng, controlling, and
conductmg government funcnons v

72. - The assertion of accountab;lity therefore leads to identifying, first, those to
whom government is accountable and, second, the information needed to maintain and
demonstrate that accountability. Accordingly, this Chapter first discusses the concept
‘of accountability, then identifies the four groups of users of federal financial reports.
It concludes by providing some examples of the information needs that may be
addressed to some extent by federal financial reports.

. ACCOUNTABILITY

73. - Several dxfferent kinds of accountability can be dxstmgmshed and a given
piece of information may be relevant in different ways to judgments about
accountability. For example one authonty suggests that there are five levels or rvpes

- of public accountability:

. "Level 1 is policy accountability—selection of pohcxes pursued and

rejected (value).

. Level 2 is program accoumabxlxty—estabhshment and achievement

of goals (outcomes).

. Level 3 is performance accountabxhty-—efﬁcxem operauon (efficiency
. and economy).

. Level 4 is process accountabxlnty—usmg adequate processes,

procedures, or measures in performing the actions called for (planning,
allocating, and managing).

. Level § is probity and legality aecountabthty—spendnng the funds in
accordance with approved budget and/or approved items (compliance).’

74. In a democracy, appointed officials are accountable to their superiors, and
elected officials are accountable to the citizens for each of these kinds of

'J. D. Stewart, “The Role of Information in Public Acceunwbility," eds. Tony Hopwood and Cyril R.

Tompkins, [ssues jp ﬂhh ¢ Sector Acc gmng (Oxford Great Bntam Plulxp Allan, 1984), pp. 14-15, as cited by
the GASB in its Views (Dec. 1992). :

Volume I, Version 1.0 . R ' Q
 February 28, 1997



10

RN

A

| usz_nsm-;rzxszﬁrn;rnmcm,m‘eqm

. ' 25
SFFAC NO.1.

‘ aecountnbrhty Aeeounung and- ﬁneneul repomng 'can help elected and eppomted
officials to mairitain ‘and-to demonstrate: their- aceountebtlrty .The last kind of -
accountability listed, for “probity and legality,” probably is the kind most often
associated by the public with accounting. However, the accounting profession has
long recognized that accounting can and should contribute to aelnevmg end '
demonstratmg several kmds of aeeounmbxhty, sueh as : , :

G aeeountabnhty for ﬁneneul resources; sk
i « - dccountability for faithful comphanee or adherenee to legal ,
t requn'ements and ed:mmstreuve pohexes, e v
| e’ adeountability for efficiency. and eeonomy in opereuons. and
. accountability for the results of government. programs and activities,

as reﬂeet.ed in eceomphs}unems benefns -and effecuveness

= 5. The Board beheves that users of ‘financial. mformeuon about the federal
govemmem can be classified in four ma;or groups citizens; Congress. exeeuuves.
and program menagers ‘

Citizens . |

76. 'I'hxs group includes mdmdu.nl cmzens (wnhout regard to whether lhey are
taxpayers, voters, or service recipients). Citizens include the general ncws media and
more specialized users, such as trade journals; public interest and other advocacy:
groups; state and local legxslators and exeeuuves and analvsts from corporations,
‘-aeademe. and elsewhere . Cr :
DA szens are mterested in many nspeets of t.he federal government. - They. are
eoneemed about individual programs, candidates for office, the services the ’
govemmem provides, and the fiscal responsxbrlltv of their elected and appointed
: representauves szens receive end pay. for: government services and therefore are
Lo concerned with the outputs and outcomes ‘of those services and the efficiency with
‘which they: are provided.. Citizens are concerned aboul lhexr families and, in
v"pamcular. with the financial burden their- ehxldren ‘and grandchildren will inherit. As
" individuals, citizens typically have limited. time. ‘and -ability to analyze reports about -
their govemmem they 'want and rely on assurances that the. govermment is functioning
economically, efficiently, and effectively. - As thev are-organized and represented bv
analysts working for interest groups and the news media, emzens want more-
mformanon ebout the govemmems aenvmes :

78 szens express thexr mterest in lhe govemrnent bv discussing 1ssues by
‘voting, and by writing to their representatives:about the quality and quantity of the
services they receive. 'In.some cases, citizens may decide whether and when to use
: servi'eeiaﬂd produ_ets provided by ’v.he,{go\"erhmem, They: rnay contribute to political .

WMWSAEMM@ American
Accounting Association (1970-71), pp. 80-81, as cited by the GASB in mwmmmgw
Ammnluhmsms.ﬂsmnx (Dec 1992).
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Congress

Executives ‘

* campaigns, demonstme support or opposition for individuals responsnble for past and

proposed govemmem actions, and even run for office.

79. - This group includes elected members of Congress and their staffs, including
staff of the Congressional Budget Office (CBO) and the GAO. Congress is concerned

with broad policies, priorities, and the programs that impiement those priorities. It
- decides what taxes to impose, what funds shouid be spent, and for what purpose.

Thus, Congress is concerned both with how to finance programs and with how they

“are executed.

80. Congress poruclpales—along wnh the admunsmuon—m the basic decisions
that describe the intent of government. Such decisions include passing laws in
response Lo pubhc demand, allocating resources among competing programs, and .

establishing policy that affects various aspects of the country's economic and social

life. These decisions often are influenced by assessing costs and benefits and by
considering the effect of the govemmem's aggregate financial reqmremems on the.
economy. ' S

81. Congress aiso participates in monitoring goveromem programs. It assesses
the management performance of the executive branch and the efficiency and
effectiveness of programs.

82. This group mcludcs the Presxdent and those acting as his agents i.e., program
agency heads and their deputy, under, and assistant agency heads; heads of bureaus,
administrations, services, and agencies;, and the central agency officials in OMB and
the Depmmem of the Treasury. :

83. . Execuuves, like Congress. are concemed wnh the -government's goals,
objectives, and policies. Executives focus on the strategic plans and programs that are
intended to achieve presidential and congressional goals and to implement their
policies. In particular, they pay attention to budgets that, from the perspective of each
agency, are the source of the resources needed to achieve goals and to implement
policies. - Executives are, of course, directly concerned about the management of
programs, that is, with the actual delivery of services and with the efficiency and
effectiveness of the dellvety process

84. Execuuves develop leglslauve proposals, recommend the necessary level of
program funding, and formulate financing and revenue-raising strategies. They help
select the method for delivering services. They determine whether program managers
have been accountable for the resources entrusted to them and whether programs are
operating efficiently ‘and effectively. Executives also provide information l.hat will
enable the President and Congress to monitor programs
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ngi-..i' managers |

85. Thrs group includes mdxvxduals who' manage government programs. Their
concerns include operanng plans, program operations, and budget execution.

h v 86. _ Program managers assrst in the deslgn of programs and organize the method

B select, supervrse, and evaluate peraonnel “They' al

selected for dehvenng services. “They recommend program'budgets based on detailed
plans that set forth needs for money. stafﬁng. faclhuea and xnventory

. 87... . Program. rnanagers esrablrsh operating procednres for their programs and

ge them within the. lumts of the spendmg authority granted by Congress. They

and facilities. are aeqmred eeonormoally, maintained adequately, and used efficiently.
Program managers need to provrde rnformauon to’ enable executives. and Congress to

. ‘monitor the programs L

THE NEEDS OF USERS OF FEDERAL F lNANCIAL REPORTS

88 _ thle the ﬁnanexal information needs of these groups is more drverse than

’ therr membershxp, those needs can be eategonzed under four broad headrngs

R

Budgetary Integrity

89. All user groups need;info‘rmation about the ‘bndget" For citizens, iaformation

about budget execution provides assurance that their elected and appointed
,representauves have fulﬁlled their most basic ﬁducrary responsxbrhty 1o raise and

- spend money in aeeordanoe with the law.

90. For the President's economic team and for oongressronal ‘budget- committees,

e information is needed on budget aggregates (total budget authority, total receipts and

91, To avoid violations of the Anti-Deficiency Act and the Impoundment Control |
‘Act, program managers need information about obhgauons incurred on their programs.

collections, and’ total outlays) to establish fiscal policy, including governmental

financing needs. These officials need to know that prior-year “actuals™ have been

accurately recorded in accordance with the same budgetarv principles used to prepare
esumales

‘ They need periodic. mformauon about the status of budgetary resources, that is, the
_extent to which the resources have been used or remain‘available. They also want to

Operating Perl'ori_nanee

know whether budgetary resources are available to: be used for other purposes through
reprogrammmg

92. . Citizens want information about programs that affect them. Veterans, for
example, want to know about new hospitals, and defense workers want information
about contract awards (and oancellauons) Retirees and people planning
retirement—and their representatives in Congress—want to know that the Social

- Security Administration provides reliable services to the public.
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Stewardship ‘

93.  Congress and executives want mformauorx about the eomplnuve costs of

' programs (such as the per student cost of the Job Corps Program versus that of other

job training programs) For eompansons to be valxd, costs must be deﬁned and
measured alike.. .

9, . . Of course, information on the effecuveness of programs is also needed to

make vahd comparisons among. programs. Information is needed about outputs (e.g.,

. number of students who graduated) and outcomes (e 8., number of students who got

and held jobs for which they were tramed)

Exeeuuves end prognm mmgers need to know the cost of performmg work
unbursed by other. govemmem entities or by nonfederal customers. 'Costs, in this

'eue, would measure the resouroes (personnel mterul and eqtupmem) used to

eeeomplxsh the work.

96. Congress end exeeuuves often went cost’ mt'ormauon that would help to-
compare alternative courses of action. How much more or less’ would it cost if the
Census Bureau used a new. eppmach to taking the census? How mueh would be
saved if an Army division were. based in the United Smes rather than in Europe? ‘

o | 97 Progmn mamgers need mfonmnon on the assets and lubtlmes related to

operations. Managers of loan programs. need information on the quality of their loan

‘portfolios. Managers of repair depots want information on inventories, such as their

value, quantity, location, age, and condition. Munagers of government t'ae:lmes need
to know the facilities' condition and an estimate of future outlays made necessary by

: d:femng needed rmxntenanee

98. Congress and exeeuuves need mformauon ebout the mrket value of assets

that could be sold, such as preexous rnetals or other eommodmes

99, szens. Congress. exeouuves. and program managers need mfonnmon to
- assess the effect of the government's activities on its financial condition and that of
the nation. Informanon is needed about the ﬁnancxel outlook for both the short and

the long term.

100.  Information is nceded on the government's exposure and risks associated with

deposit insurance, pension insurance, and flood insurance. People need to know about

likely future expendnures for cleaning up nuclear weapons sites and military bases.
They want mfonnauou that will help them assess the likelihood and amount of future
claims that might arise from govemment- sponsored emerpnses :

IOl. All users need information on earmarked fevenues recorded in trust funds.
They want to know, for example, whether the Social Security Trust funds are likely,
in the foreseeable future, to need infusions of new taxes to pay benefits. Citizens
need to know the unphcnuons of mvestmg trust fund revenues in government
securities. :

102. Users aiso need trend mformeuon on spending on investments m phys:eel and

human capital versus spendmg on consumption.
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Systems and Control

103.  Usersat ell levels need information on internal controls and the adequacy of
financial management systems.  Citizens want assurances that systems and controls are
in place to protect the resources they. supply to, the government. They want to. know

-that operating- procedures and processes provude reuoneble assurance that those

resources are used eeonoxmeally and efﬁexenuy for the pu:poses intended. Congxess,

o exeeuuves, ‘and .program: managers need to. demonstme to those to whom they are
- - sccountable that they have, in fact, protected those resources and used them well.
- Users 'want to know, for example, that agency | heads have detenmned that internal

. controls are adequate, that basic. fmancul statements are nndmble and that high-risk

‘mu havebeenldennﬁedmdaddressed. TR

104, The unphcauons of these fout broad categones of mformmon needs for the
- objeeuves of federal ﬁneneml repo‘ ing ue dis
, Clupter L > :

st 4:@ more detail in the next
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CHAPTER 4: OBJEC1IVES OF FEDERAL FINANCIAL REPORTING

'{0S.  The federal government derives its just powers from the consent of the
governed. It therefore has a special responsibility to report on its actions and the
results of those actions. These reports must accurately reflect the distinctive nature of
the federal government and must provide information useful to the people, their
.elected representatives; and federal executives. Providing this information to the
public, the news media; and-elected officials-is an:essential ‘part of accountability in

- government. Providing this information to program:managers, executives, and

- members of Congress is essential to planning and conducting the government's
functions economically, efficiently, and effectively for the benefit of society.

106.  -Financial reporting is not the only source of information to support
decision-making and accountability. : Neither can financial reporting, by itself, ensure
that the government operates as it should. Financial reporting can, however, make a
useful contribution toward those objectives. o ‘

107.  The objectives discussed below apply both to internal and to external .
financial reports. ‘To some degree, they also apply both to special purpose and to
general purpose reports. Users of general purpose financial reports may have _
difficulty obtaining relevant information to hold the federal government accountable if
the government operates without appropriate reporting objectives and accounting

standards. The Board also intends that these objectives and the ensuing standards will
prove widely useful for other purposes, though they may not apply to every special
report or every item in the accounting system. The objectives are intended to improve
the relevance, consistency, and quality of accounting and other data available for a
wide variety of applications. - ) : o

108.  The Board expects that its recommendations will be applied to improve
information for program management and executive and legislative branch
decision-making. The Department of the Treasury, OMB, and the GAO expect that, -
to the extent possible, their reporting requirements will be aligned with the Board's
objectives and standards. : g

109.  Four major objectives are proposed, around which accounting standards
should be organized. These objectives are designed to help ensure the accountability
of the federal government and to better inform decisions influenced by financial
information about the government. Each objective reflects the federal environment
and meets many of the needs expressed by current and potential users of federal
financial information. Together, they provide a framework for assessing the existing
accountability and financial reporting systems of the federsl government and for
considering how new a_ccountixi’g standards might be able to enhance those systems in..
a cost-effective manner. _ ‘ ' o

110.  Current and potential users of federal financial information want information
to help them assess how well the government is doing by answering questions
regarding topics like those below: o

e Budgetary Integrity: What legal authority was provided for
financing government activities and for spending the monies? Were the
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finanetng and spendmg in-accordance w:th these authontxes? How much was
left? : o
. Operating Performance: How much do various programs cost, and

“how were they financed? ‘What outputs and outcornes were achieved? What

- and where are the important assets, and how- effeeuvely are they managed?
‘What liabilities arose from operatmg the progrom ond how will they be
provxded for or hqutdated?

e Stewnrdsltlp' Dtd the govemment's ﬁnanoxol oondmon improve or
detenorate? Whnt provnston was mnde t‘or the t‘uture?

. Systems nnd Control. Does the government have cost-effective

systems and controls to safeguard its assets? Is it abie to detect likely
probletns? Isit con'eettng defiotencles when detected?

L. Concems like these deﬁne the objeouves of federal ﬁnanotal reportxng In the
following text, objectives and subobjeeuves are stated in bold italic type. Each of the
objectives ond subobjecttves is followed by a cornmentary that explotns some of the

i unphcat.tons of the objeotxve

BUDGETARY INTEGRITY

OBJECTIVE l

112.  Federal financial reporting should lsmt in fulﬁlling the government's
duty to be publicly accountable for monies raised: through taxes and other means
and for their expenditure in accordance with the appropriutions laws that
establish the government's ‘budget for'a particular ﬁscnl year and related laws

: and regulations.

113 Thns objeotxve arises generally t‘rom the: responsxbthty of representative
govemments to be accountable for the monies that are raised and spent and for
compliance with law. More specifically it arises from the requirement in Article I,

‘Section9 of the Constitution of the United States that *No Money ‘shall be drawn

from the Treasury, but in Consequence of Appropriations made by Law; and a regular
Statement and Account of the Receipts and Expendttures of all pubhc Money shall be
published from time to time." Its focus is the'Budget. :
Govemnment; the President's annual: budget submission to the Congress, which is the
government's principal financial report, and the:laws enacting ‘budget authority for a

given fiscal year. The B_dxu[_hggm_djggs_g_em is the initial frame of |

reference within which Congress and the President enact the laws that require the

’ payment of taxes and prowde the outhonty to obhgote and spend money.

114.  The focus of thls objeettve is retrospectwe Thnt is, the focus is on record.mg .

actual data from budget execution against appropriations made by Congress using

» extstmg budgetary standards Thus. lt would validate the “actusl” column shown in

- of budgetary resources. ‘The data also could be dlsplsyed in-analytical tables showing,

the : ; . It would ‘also’ provxde data that could be
shown in other reports as a- stetement of: budget execution or:a statement of the status

for example, the historical pattern of receipts and outlays. -
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- 115, - Certain subobjecu ‘es arise from the basic objective of budgetary mtegnty, as

dtscussed below.

ral financial reporting sho vide information that helps the read
dete e: : )

116. 1A Hevi budgetary reeourees‘heve been ebtained and used and whether
their nequi:itlon and use were in aeeordanee with the legal authorization.

117, Constdenng this objeetlve in conjunetlon with the specific lnfomtton needs
tdentxﬁed by the Board suggests some examples of information that tmght help meet
thu objeettve e i .

T

. govemment reeenpts end offsettmg colleeuons reported in totel and
by eomposmon, :

| :f . obltgmons eceordmg to the nature of semces or items procured;

W informauon about the;extentv of eou;phanee thh the budget and laws,

and whether money was expended as intended by the federal govemment and
its grantees; and ‘

. valid data on budget authonty, obhgeuons, and outlays by prograrn
and for all appropriation and fund accounts (summarized appropnutely to fit
the mtended audtenee)

| :11’8‘._ : lB. Tlle status. ol’ budgetary resources.

Exexnples of mt'onmtton that eould help meet tlns objeettve include

e information about t.he sufﬁeteney of budget euthonty for covering
commitments and the status of obhgated and unobhgated balances of
o budgetary resources -and o 3

e assurances s that funds authonzed for 2 gtven purpose were actually
spent for thnt purpose ' ‘

119. lC How infomation on the use of budgetary resources relates to
information on the costs of program operations and whether information on the

-status of budgetary resources is eonsiltent with other eeeounting information on

useu and liabllitles

120, Thts subobjeettve arises from the fact that nceml-basxs measures of the cost

of government programs, functions, and activities may differ from the amounts used in
the budget fora venety of valid reasons.

121, Repons prunmly mtended to eddxess objecttve 1 and its first two
_subobjectives would use budgetary measurement. Subobjective 1C would use both

budgetary and accrual measures because reconciliation of the two is implied. The

- basic accounting unit for this objective would be the budget account, although

accounts are often aggregated for some reporting purposes.
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OPERATING PERFORMANCE

OBJECTIVE 2 -

122 ‘ Federal ﬁnnneial reporting should assist report users in eveluoting the 'k
service eﬂ’orts, cosrs. eml oecompluhmentl of the reporting entity; the manner in

'which these efforts and: aeeomplishments have been ﬂnlneed, and the

g ;efﬁclemly and for effectxveness m atta
“should be’ aeoounuble for msmg resources efﬁexemly

mogemem of the entity s ouers end liobllmes.

123 Tlus objectxve srises from a democratic” govemment's duty to be accountable
to its citizens for managmg resources: and pro\ndmg services economically and
g planned gonls ‘Also, the govemment

: ually pro\nded in exehange for

voluntary psymems or’ l'ees, expenses ‘cannot’ ‘be. matched | sgainst revenue to measure
“eamnings” or “net income™ as would be done in business eecou.nung Moreover,

directly measuring the value added to ‘society's welfare by government actions is

- 'dxfﬁcult Nonetheless. e'cpenses can’be ‘maiched against the provision of services year

“by year. The resulting cost can then be mlyzed in relauonslup to a varnety’ of

: _messures of the oehxevement of results »

- 125. ,. Cemm subobjeouves arise’ frorn t.he basnc ob]ecuve of repomng on operatmg

performance. ‘as discussed below

: ‘rend'er to dererminv

126, 2A. The costs of provulmg speell'le programs and activities and the -
'eomposltion of and changes i |n. these costs.

‘ 1 27. Examples of’ ﬁnancxal mformauon that can help to address this ob;eouve

‘ molude
. information on the costs of programs and activities;
. cost comparisons with estimates, with similar functions, with targets,’

and over time; and

J relevam analyses of the composition and behavior of costs, sueh as
full and incremental costs, fixed and variable costs, du'ect and mdxreot costs,
" and reimbursable and other costs, where approprme '

128.- * 2B. The efforts and accomplishmenu associated wuth federal programs
end the ehanges over mne end in relation: to costs.

k "’Performance targets” specnfv the level of performance that is set as a gosl by pohcy and progmn

officials. Targets may be set in terms of outputs, outcomes, unpaets, cost per unit of ‘output, ete.
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129.  Examples of information that can help to address this obj'ective include

. financial and nonﬁnancxal indicators of service inputs, outpms md q
" outcomes, including comparisons with goals; » NS

. indicators of program efficiency and effecuveness,

. work load measures and unit costs; and -

. * total and. margml costs and benefits, the relationship of thcae to

budget requests, and when the benefits wnll be realized.

130. 2C. The efﬂelency and eﬂeetlvenm of lhe ;overnment'l management of
its assets and liabilities. :

131 . This subobjecuve unphes eoneern with the mmgement of all federal assets

and lubllmcs used by or under. the contml of agencies. . Users of financial reports

focus on the use of these resources in program operations, not solely on their financial

‘value. Reports intended to address this objective would provide information to help
 users assess the efficiency .and effecnveneu with which

: ‘cash is used : :
loan, loan guanmee, and other ncewables programs are conducted;
mventones of supplies, materials, and mmlnr items are maintained;

‘a"f’

forfeited nnd other tangible assets are  handled.
132. Other examples of information relevnnt to this objective might include

o the service life lnd rephcement cost of major systems and

equipment; , SN

o ' backlogs (and budgetary unpact) of delayed maintenance, %
rehabilitation cost or replacement value of assets; )
e - the market value of forfened and other assets, particularly those held

for sale;

.. the extent of unpaid expenses; and

. estimates (and ranges of estimates) of other known liabilities (such as

leases or deposit and other insurance liabilities) and other exposures to loss.

133, -Further discussion of peifoﬁnance measurement and how financial reporting
_can contribute to reporting on performance is provided in Chapter 8.
STEWARDSHIP
OBJECTIVE 3
. 134, Federal financial reporting should assist report users in assessing the
impact on the country of the government's operations and investments for the

period and how, as a result, the government's and the nation's financial eondlthn
has changed and may change in the future.' -

10The concepts of “financial position™ and “financial condition™ are discussed in Chapter 7.
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135.  This objective is based on the federal government's responsnhihty for the
general welfare of the nation in perpetuity. It focuses not on the provision of specific

" services but on the réquirement that the government report: the broad outcomes of its
" -actions.” Certain subobjecuves arise from the bas:c objecuve of stewardship, .as
" discussed below

financijal reportin “ou(_! \?d aﬁ that he

: 'reade; to detemigg:

136, 3A Whether the government'l financial poeitien lmproved or
deterloreted over the period. B .

,'-Exmples of mformauon relevent to thxs objecnve mclude

Ce the -amount of assets lmbxhues. aud net essets (or net posmon).
. “‘an analysis of government: debt ns growth and debt semce
requxrements
e “changes in the emount and service potentxel of capital assets; and
« . the amount of ‘contingent liabilities and unrecognized obligations

(sueh as lhe probeble cost of deposu msurance)

| 137. ‘Assemng whet.het the govemment's fimnnul position unproved or

deteriorated over the period.is important not only because it has financial implications

7 but also because it has social and political implications.  This is because analysis of
- why: t'unncxel position improved or deteriorated helps to explain whether financial
- burdens-were passed on by current-year taxpayers to ﬁmn'e-year taxpayers without

related benefits. The latter notion is sometimes referred to as “interperiod equity.”"!

138. . Viewed in this broader context, providing information to meet objective 3 and

- its subobjectives will help to satisfy the needs expressed by financial report users.
It will also help to explain the issuance of new debt in ‘relation to expenditures for
~ - activities with current benefits versus. expendmn'es for mvestment-type activities that
. yield future beneﬁts T

139. 3B. Whether fumre hudgetery resources will likely be sufficient to

‘ nmein puhlle servneel end to lneet ohligetmn as they come due.

140.: Informnuon ebout the results of past governmeut operauons is useful in
assessing the stewardship exercised by the government. Users of financial reports aiso

‘want help in assessing the likelihood that the government will continue to provide the
- current level of benefits and services to constituent groups, such as farmers, retirees,

L peragraph 61 of its first conceptual statement, Objectives of Financial Reporting, the GASB noted:

“The Board belicves that interperiod equity is a significant part of accountability and is fundamental to public
administration. . It therefore needs to be considered when establishing financial reporting objectives [for state and
local governmental entities]. In:short, financial reporting should help users assess whether current-year- revenues
are sufficient to pay for the services provided that year and whether future taxpayers: will be required to assume
burdens for services previously provided.” GASB's Statement 11, Measurement Focus and Basis of Accounting="
-Governmental Fund Operating Statements, adds "Conversely, [a measure of xmerpenod equity] would show

whether current-year revenues not only were sufficient to pay for current-year services, but also increased
accumulated net resources.” :
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. and the poor

: 141 " Informatron relevant to this objectlve mny melude dxsclosures of financial

risks that-are likely or reasonably possible from sources snch as government-sponsored
enterprises, deposit insurance, and disaster relief programs. It could also mclude

-information such as

.« the long-term t'mancxal unphcauons of the budgetary process,
. the status of trust funds, and = -
..o ., backiogs of deferred maintenance. -

142.  Providing information of thrs kin&‘ may requlre the use of repemng

. .mechanisms other than traditional financial statements. For example, special reports

may have to be developed to demonstrate whether the level of a particular year's

- - maintenance and rehabilitation expenditures resulted in an unprovernent ora
. detenoratron of capital assets nnd mfrastrueture

v 143 SC. Whether. government opentiolu hnve contrlbutecl to tlle nation's
. ‘current and ﬁmlre well-being. »

144, Objecuve 3,in general and snbobjecuve 3C, in particular, imply a concern
with “financial ‘condition,” as well as “financial position.” Financial condition is a
broader and more forward-looking. concept than that of financial position.. Reporting
on-financial condition requires financial and nonfinancial information about the
national economy and society, as well as about the government itself. For example,

. reports intended to help meet this objective tmght address- users' needs for information

about:
e ..investments in.(or expendxtures for) research and development,
mxlmry readiness, and education;
. changes in the service potential of mfrastructure assets;
. spending for consumption relative to investments;
. opportunities for: growth-stxmulanng activities; and

the hkelxhood of future’ mﬂauon

145. Indxcators of ﬁnencral m_ug_n, measured on an accrual basis, are the starting
pomt for reporting on financial condition- but must be supplemented in a variety of
ways. For example, subobjective 3B might imply reporting, among other things, a
current law budget projection under a range of alternative assumptions. Reports
intended to achieve subobjective 3C might disclose, among other things, the
contribution that the government is making to national wealth by financing assets that
are not federally owned, such as research and development, education and training,
and state-owned infrastructure. Information an trends in total national wealth and.. ..
income is also important.. '

Volume I, Version 1.0
February 28, 1997

T

-



e

| 37
SFFAC NO. 1

SYSTEMS AND CONTROL

OBJECTIVE 4

146, _  Federal ﬁnanetal reporting should assist report users in understandlng
whether ﬁnaneial management systenta and internal aeeounting and
adlniniatrative eontrols are adequate to ensttre that ‘
o transaetions are exeeuted in aeeordanee wlth budgetary and
_ fimancial laws and other requirelnents. eonaiatent with the purposes
' authorizetl, and’ are reeorded ln aeeordanee wlth federal accounting

. standards;
e a_a_aeta_are"properly;s_afe'gtlartled to t‘le‘ter“fraud..waate. and ahuset
o e performancemeaanrementlnforma on is adeduatelyvaup‘ported.

‘Thts objeeuve arises from the three preeedmg‘objeettves in eon]unctton with
t‘that accounting suppons both effective management ‘and .control .of
orgamzattons and the process of | reporung useful information. Indeed, accounting
processes are an integral part of the management control system

L 148, The abtltty to prepare financial reports that report all transacttons, clasufied
in appropnate ways that fatthfully represent the underlytng events, is itself an
'indication that certain essential controls are in plaee and operattng effectively. The

N "preparatton of reltahle financial reports ‘also’ ‘helps to ensure that reporting entives have

early warmng systems to rndtcate potential problems and take actions to. correct
matenal weaknesses or problems ‘ :

149. Sonnd controls over mternal processes ‘are essential both to safeguard assels

- and to ensure economy, efﬁctency. and effeeuveness in many govemmental progruns

-~ 150. ) Informatton relevant to this objectrve helps financial report users to determine
. whether the enttty has established reasonable, eost-effecttve programs to safeguard

assets, prevent and detect waste and abuse, and reduce error rates. An example of
information that would address this objeeuve is management's assertion about the

'effeettveness of the tnternal aeeounttng and operatxonal control system.
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CHAPTER S: BALAN(,ING COSTS AND BENEFITS IN
RECOMMENDING STANDARDS

{
gq
i
\

151. Usen information needs define ﬁmeml repomng. Even so, the process of
' amculatmg financial reporting objectives and then recommending accounting standards
is not a simple progression from canvassing users of federal financial information to
-recommending standards. This is partly because such users, when asked about their
information needs, may give answers that are. lumted by their past needs and '
- experiences. ‘More mndamenully, itis beuuse ameulnung objectives and
* recommending accounting standards necesunly mvolve judgments.about the costs and
benefits of producing more lnfonmuon or of reporting it dxt‘ferently

152. The mndard-setung ptocess is t‘urther eomphceted by the feet that any given
accounting standard csn have many different kinds of effects that must be considered.

... For example, accounting standards can mﬂuenee the activities of agency accountants
and the auditors who review reports prepared by those accountants, as well as the
decisions of those who read the financial statements. Thus, a standard may influence

- which physical assets are under sccounting control and the extent of work the auditor
does to provnde assurance aboul those assets. The lccounums' and auditors’ réports,

in tum, may influence various decxslonmakers in different ways as they select policies

regarding the assets and the systems used to control them, decnde how to mplement :
the policies, and evaluate the results.

153, The sundnrd setter must, to some extent, be aware of these potential effects
when consxdenng the costs and benefits of any given accounung alternative, As an
added complxcanon. the same piece of mfonnanon may. be used in different ways for
different decisions. In other words, there are different kinds of “use.” In some cases, .~
the information may be conscxously used in well-deﬁned ways; in other cases, it may % t
subtly influence the way people see the world, understand their options, and assess

 their priorities. .

154.  For example, the size of the deficit may have a very specific meaning with
quite explicit implications (¢.g., sequestration) under certain rules for scoring the
budget. The deficit may also influence the economy because it affects aggregate
demand and the govemment's ﬁnancmg requirements in a variety of ways that

_ economists can only partially explain: and qunnufy Finally, the deficit may influence

~ people's perceptions of their own well-bemg or of the nation's financial condition in

_'more subjective or symbohc ways that can affect both pnvate and collective behavior
(e.g., willingness to undertake various new commitments, to pay more in taxes, or to
accept reductions in program benefits).

155.  Finally, as noted earlier, accounting and financial reporting cannot satisfy .
every need for information and accountability. For many purposes, other information
sources and other techniques to maintain and demonstrate accountsbility are either
essential or more cost-¢ffective. This constraint pervades any dxscussxon of the
objectives of federal financial reporting. -
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CHAPTER 6: QUALITATIVE CHARACTERISTICS OF
, Q INFORMATION IN FINANCIAL REPORTS

N . '
156.  Financial reporting is the means of communicating with those who use
financial information. For this communication to be effective, information in financial
reports must have these basic eharaelensncs understandabxhty relisbility, relevance,

B tunehness, consxsteney, and comparabxhty

UNDERSTANDABILIT Y

157 Speeml purpose reports are prepared to meet the needs of specified users.

o Understandabnhty is rarely a problem in such cases because mutual understanding of
what information is needed can generally be assumed. between report preparer and -
report user. Information in general purpose financial reports, however, should be
expressed as simply as possible. Users of general purpose financial reports, including
internal users, tend to have different.levels of knowledge and sophnsncauon about
governmem operanons, accounting, and finance.

158, Tobe pubhcly eccoumeble the federal government and its component entities
should issue general purpose financial reports that can be understood by those who
- may not have a detailed knowledge of accounting principles. ‘Those reports shouid
include explanations and interpretations to help report users-understand the
- information in the proper context. However, general purpose financial reports should
o ) not exclude essential information merely because it is difficult to understand or
. ‘ w0 beeause some repon users choose _not to use it.

e _
Q , 159 For repons to be understnndable to differem audiences, different reports may
o be necessary to provide information relevant to the needs of the expected report users,
with suitable amounts. of detail, explanation, and related narrative. To be fully
mlelhglble financial information in general purpose reports may need to be presented
in relation to the goals service efforts, and accomplishments of the repomng entity.

RELIABILITY

160.  Financial reporting should be reliabie; that is, the information presented
should be verifiable and free from bias and should faithfully represent what it purports
to represent. To be reliable; financial reporting needs to be comprehensive. Nothing
material should be omitted from the information necessary to represent faithfully the
underlying events and conditions, nor should anything be included that would likely
cause the information'to be misleading to the intended report user. Reliability does -
not imply precision or certainty, but reliability is affected by the degree of estimation
in the measurement proeess and by uncenamues mherem in what is being measured.

- 12For the most part, these characteristics are similar to those described by the FASB and the GASB.
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RELEVANCE

“TIMELINESS

. CONSISTENCY

COMPARABILITY

Fmancml repomng may need to include narratiye explanations about the underlying -
assumptions and uncertainties inherent in this process. Under certain circumstances, 8
properly explained estimate provides more meamngful information than no estimate at q
all. N

161 'Relevance encompasses many of the other characteristics. For example, if the
information provided in a financial report is not timely or reliable, it is not relevant.
Information can, however, meet all other characteristics and still not be relevant. To
be relevant, a logical relationship must exist between the information provided and the
purpose for which it is needed. Information is relevant if it is capable of making a

difference in a user's assessment of a problem, condition, or event. Relevance

depends on the:types of financial information needed by the various users to make
decxsxons and to assess. acoountabxhty ; ,

162.  In some circumstances, the mere knowledge that a report eventually will be
made public can influence behavior in desirable ways, just as the knowledge that one's

. 1ax return might eventually. be audited can influence the behavior of people when they

report their income. In other circumstances, however, if financial reports are to be

useful, they must be issued soon enough to affect decisions. Timeliness alone does
- not make! information useful, but:the passage of time usually diminishes the usefulness
.that the information otherwise: would have had.  In some instances, timeliness may be

so essential that it requires sacrificing.a certain amount of precision or detail; a-timely g
estimate may then be more. useful than precise ‘information that takes longer to S— |
produce

163.  Financial reports should be consistent over time; that is, once an accounting
principle or reporting method is adopted, it should be used for all similar transactions
and events unless there is good cause to change. The concept of consistency in
financial reporting extends to many areas, such as valuation methods, basis of
accounting, and determination of the financial reporting entity. If accounting
principles have changed or if the financial reporting entity has changed, the nature and
reason for the change, as well as the effect of the change, should be disclosed.

164.  Financial reporting should help report users make relevant comparisons
among similar federal reporting units, such as comparisons of the costs of specific
functions or activities. Comparability implies that differences among financial reports
should be caused by substantive differences in the underlying transactions or
organizations rather than by the mere selection of different alternatives in accountmg
procedures or practices.
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CHAPTER 7: HOW ACCOUNTING SUPPORTS FEDERAL
M FINANCIAL REPORTING T

( _

o 'I'hxs Chapter explams the. focus of the FASAB s concem by showmg how ‘
o ;»aoooummg ‘supports financial reporting,and thus how accounting standards 2
recommended by the FASAB can influence. federal financial repomng Tlns Chapter
" shows how the FASAB's recommendations can. mﬂuence a.wide ‘variety- -of financial o
. 'repom Addmonully. it lays a foundation for the discussion’ (m Chapter 8 of how
c fmanoml repomng m general ‘and cost mformanon in: parncular comnbute to

 FINANCIAL CORE DATA

166. - “The aocountmg process begms wnh recordmg mfonnatxon about transacnons "f
‘ P e _between the govemmenl (or one of xts component emmcs) and other entities, that i 13. R
o : ' 7 inflows and outflows of resources or promises to providé them. These may invoive
o ‘ e ' flows of economiic goods cash, or promises. These comprise the “core” data of the
- . accoummg discipline. : This initial step in the accounting process is depicted at the

4 bottom of figure 1, in-the box- numbered 1. To enhance the usefulness of this core set
i of data. about transacnons with other emmes accountants make various accruals, _

;; : R classxﬁcauons, mterpretatlons etc:

// h . . k ‘
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How Accountmg Contributes to lnfoi‘matnon Used by

Flgure 1

Citizens, Congress, Federal Executlves, and Program Managers

Information used to assess accountability and performance, to make planning and
pohcy decxsnons to allocate resources, to decide how to vote, and for other decisions

Fnunclal lnformatlon '

| Nonfinancial Information

Special-purpou npom

Specill-purpoae

various specml-
purpose

~from: ‘committees
of Congress,
agencies, GAO,
news media, etc.

L L ——

financial reports |

: e,g., agency
.| budget -

. requests, the
‘Budget.of the -}

United States
Government

'budget- e
.| execution .
| reports

Genenl-purpose reports

G ﬁnancml cg.
information -
- required by the. mformanon
1 CFO Act -
Act .

T

: nonfmincxﬁl

1requ1red by
| the CFO. -

special-purpose
nonfinancial
information

‘from agencies,

news media,
etc., e.8.,
Federal
Managers'
Financial
Integrity Act
reports .

L

3. Reporting Useful Information

|

2. Environmental Data
(... changes in market value or service potential, contingent gains & losses. program resuits)

Entity Status

Data (asscts &
liabilities)

1. Entity Transaction Data

(e.g., revenues and expenses, inputs lnd
outputs)
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: o 16T ‘Man"y”a'ecotintihg""entrie's'%r‘ecorded”in"t’.he accountant's general ledger data base
_ /> SRR ’ are such rearrangements of data about previously recorded transactions with other
( N ‘ -+ entities rather than new transacuons tnvolvmg ﬂows of resources or prormses between
'enttttes : :

e 1;68.' o In the braneh of accountmg called ﬁnaneral aecountmg, the most noteworthy
R  interpretations or elasstficatxons are those ‘about which data pertam to the past and
S Svhiehy pertain to the future. ‘In other ‘words, financial accounting is largely concerned
R SR "~ with assigning the value of past transacttons to appropnate trme periods.

169.  Transaction data asstgned tosa penod that has elapsed are said to be
= “recognized™ in the statement of operations (or income statement), ¢.g.; 8s an expense -
A ‘or a revenue of that penod Transaction data pertaining to the-future are- reeogmzed in
' ) the statement ot‘ ftnanml position_ (or balance sheet) as assets and ltabrlmes

o 170 Together thh '] statem ot of cash flows the income statement (or statement
: of: operauons or aetmtles) and'the ‘balance sheet compnse the three “basic” general
' - purpose’ ﬁnanetal statements for ‘privately owned entities. Other statements, such as a
comparison of actual results thh the budget; rnay ‘be’ regarded as part of the basic
staternents for governmental entmes '

171. At th‘e uutral stage of t.he- accounting process, the information about assets
~ and liabilities is merely the result of assigning all or part of the value of certain
" transactions to the future. “Assets” and “liabilities” at this stage are not statements
~‘about future benefits or sacnﬁees ‘that can be proven or drsproven They are’
; alloeattona of the coat of past transacttons based on assumpttons about future benefit
P B T and saenfice :

g‘ : S ‘172 'l'hrs has been a common source of confusion when accountants commumcate
' with nonaccountants, for whom the word “asset” typically implies something of value
that can be sold or used. Much of the evolution of accounting under.the FASB and .
the GASB has been to reduce this confusion, to improve communication, and to make
financial reports more faithfully represent economic: reality in’ terms meemngful o
- report users. This evolution has involved adding increasing amounts of information to
~ the core set of: transaetton data That process rs dxscussed later ‘

173. In other words the amount of eqmty" or “net assets” based on the core data
in a bookkeeper's trial balance is not’a direct measure of either the market value or
the semce potenttal ot' the entxty ln ‘some ctrcumstances however, net assets can be '

o 13gee erham ] Schrader Robert E. Malcom, and John 5 thltnsham, “A Partmoned Events Vxew of
Financial Reporting,” Accounting Horizons (Dec. 1988), p 10-20. For a more academic exploration of the ideas
involved, see Yuji Ijiri,“Theory of Accounting Measurement." Stud:es in Accounung Research %10, Amencan .
Accounttng Association (1975). : ‘ ‘

7 ' » ‘
[ (\) : Volurnel, Version 1.0 -

February 28, 1997




; a4 \
I SFFAC NO. 1

a meamngful indicator of that value or potentul ('I'he word “mdxcetor is used
dellbentely to avoid the unpllceuon of preemon that may be associated with the word

174 Accounung deta xmy be further assxgned allocated, or associated with units
of activity or production, segments of organizations, etc., within the same time period.
These kinds of intraperiod sllocations are developed most extensively in the branch of
eceounung called cost or menegeml accounting. Neither the FASB nor the GASB

- has:devoted much ettenuon to this branch of accounting, ! but the FASAB, because of
its umque mission, will need to. do so. One reason, for performing cost accounting is
to assist m performance measurement. ,

Nonrmmcm CORE. DATA

: 175 ’l'redmonally. ﬁnenclal eccoununts record and descnbe trensecuons in terms -
.. of money. At.the most detailed level, however, their records usually include
- information about the. euoeuted physxcel inputs and. .outputs. of goods, labor, etc. Thxs
- nonfinancis] information is an important. part.of the: data svailable for reporting and
evaluating the economy and efficiency of the orgemzeuons perfomunce

BUDGETARY CORE DATA

176 ' In govemment the dete on u'ensectmns wuh other entmes include information

on the budget authority, obligations, outlays, receipts, and offsetting coliections for the
transactions. This information is maintained in what are called budgetary accounts to

distinguish them from the “proprietary” accounts that record other information on o
transactions. The budgetary and proprietary accounts at this level are said to be . _Yi}
lntegrated In effect, they masintain information about different stages of a w

‘trensaetxon ‘ :

FINANCIAL ;monmmﬂmu’ AND r‘m: CONCEPT OF FINANCIAL POSITION

177. The core set of eccountmg date is expended wnh c variety of what may be-
called “environmental” data to distinguish them from the data that arise from
transactions (flows of resources or promises) with other entities. Box 2 in figure |
depicts this step of the accounting and reporting process. Many events within the
environment of a reporting entity may have economic consequences for the entity. .
Examples of environmental data that ‘may be relevant to financial reporting for some
purposes include current market prices, net reelxzable values, chenges in discount
(interest) rates, and i xrnpau'ment of assets (either in terms of market value or in terms
of service potential). Judgments about what environmental data should be added are
made by considering the specific information needed for specific purposes.

YThe term "measure” is commonly used in eceountmg literature regarding cost and in other luerature
(mcludmg the GASB's) regarding performance. ' This document follows that practice. In a conceptual
discussion, however, it is important to note that "cost,” "performance,” and "financial condition” are all
multidimensional concepts. It may be more. ;precise to think in terms of muitiple indicators that provide:
information about these concepts instead of a smgle-valucd measure” of any of them. : :
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o effecu\'teness;o ne value of governmental acthty

178. At this level of the accountmg and financial reporting process, the

~information reported in the balance sheet transcends bookkeeping. ‘It can now -

represent more of what is known about future economic benefits and sacrifices. To
the extent that this is accomplxshed the balance sheet may be said to represent the

. “financial position” of the reporting entxty The concept of financial position is that of

a point-in-time snapshot of an enuty s economic resources and the clau'ns on those

resources

NONFINANCIAL EN’V IRONMENTAL INFORMATION

THE CONCEPT OF F INANCIAL COND!T!ON

- 'l80 As mcre envnronmental data are. added to the core data a concept that i is
' broader and ‘more forward-loolung than “financial position” emerges.. That concept is
" “financial condition.” For the U.S. government, the additional data could include

financial and nonfmancral mformatton about current condmons and reasonable

2 expectauons regardxng the nauonal and even the global society. For example, the -

expected xmphcauons of environmental degradation; the relative competitiveness and

- productivity of the U.S. economy;, or expected changes in the population’s composition

in terms of age, gender, longevxty. education, health, and § meome all might affect
Judgments about the goveraments financial condmcn '

181.: Int‘orrnauon about financial condmon can be conveyed in a vanety of

schedules notes. projections, ‘and narrative disclosures. Among the most important of

~ theseis management' “discussion and analysis” of known trends; demands,
E comrmtments events, and uncertamues For' federal reportmg entities, managements
‘dtscusston and analysxs mxght address sueh topncs as L

o budgetary complrance,
© ¢ internal control systems; - .
s . " capital resources and investments,
. - service efforts, accomphshments and results of operatxons and
. the reasonably possxble futire unpact of known trends, risks,
'dernands commmnents events, or uncertainties that may affect future
operations. "

182. ’Increasmgly, managers and investors in the pnvate ‘sector are attcndmg to

other factors that may sometimes be useful indicators of an entity's ﬁnanctal condition,
) mcludtng such mtangxble factors as t.he qualny of the enuty s

15Such a dxscussxon and analysts is requtred in federal ﬁnancxal reports prepared pursuant to the CFO
Act of 1990. In these reports, the discussion and analysis is referred to as the “overview” section. OMB Bulletin
92-03 provxdes guidance on preparing the overview section. '
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information and analysis capabilities,
, strateglc planmng '

‘buman resource development and management and
~ constituent uuefaetmn

Sumlnr factors may be relevant for many federal repomng entities.

KINDS OF FINANCIAL INFORMATION NEEDED AND PROVIDED -

183.  The information produced by these accountmg proeesses ‘supports the overall
reporting process. Tradmomlly, the items of information included in financial |

. statements are classified in various ' elements of financial reporting, such as “assets,”

e “habrlmes," “revenues,” or’ “expenses.” ln future prOJeets ‘the FASAB may consider

the deﬁnmon of elements of federal ﬁuaneul repomng For the purposes of this
‘Statement of Coneepts owever, it is not necessary to do so. It is sufficient to note ‘
that needed financial information identified by some current and potential users ol' ‘
federal financial reports can be classified under six broad headings:

. information on the sources and uses of budgetary resources,
. information about operations and the related resources,
. ~information about the government's assets,
K information about the govemment's liabilities and financial
' responsrbxlmes. :
o - information that nddresses concerns with the future, and
" Information that dlseloses the levels of fuumeml controls. -

184. Examples and further dxseusston of such information needs are provnded ®
‘appendix B.

HOW THIS INFORMATION FLOWS INTO FINANCIAL REPORTS

185. - The core and environmental financial mfornihuon, often supplemented with
information from other sources, is the basis for a variety of general purpose and
special purpose reports. For this reason, figure | culminates with the preparation of
useful reports. A direct relauonshxp exists between the accounting and reporting
processes both for general purpose financial reports and for budget execution reports.
The dotted line in figure 1 leading to other kinds of reports emphasizes that other
kinds of information are often more heav;ly involved in producing them. Accounting
contributes to these reports but has less influence over the nature, scope, and content
of them. (Appendxx C lists selected federal. reports that are regularly. prepared.) '

RELATIONSII]P OF FINANCIAL REPORTING TO BUDGETING

186.  “The budget isa broad term that may melude among other tlnngs,

projection of spending authorities and means of financing them for a future penod and
_ a report of the actual spending and associated financing for a past period. The

FASAB's recommendations may influence the reporting of actual budgetary data.
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o ’resources by showmg the cash outlays _,unplted by ea
" made.” ln some cases, the budget now also mcludes
o the requxred cash outlay Budgetary concepts are un
-~ be: changed by law or, after consultation with
.OMB C:rcular A-ll “Preparauon and Subnussxon “Bud'getv.“Estimate's',f’f_ N

s ThemgL_mellmmtAMQ_ansnLlsthemost Wldcly mosmzed

and used financial report of the federal government. ‘The budget process is the "
government's principal | mechamsm for reaching agreement on goals, for sllocatmg

' resources among competing -uses, and for assessing the government's fiscal effects on

economic stabtltty and growth Most attenuon is paxd to these future-onented roles of

: the budget.

" ‘1'88,; Budget execuuon is desxgned to control and track tax recetpts and the use of
resources accordmg to the purposes for which budget authonty was approved Actual

receipts, obligations, and outlays are recorded by account. as is the status of budgetary
resources at the end of eech ﬁscsl year.

: control and allocation of
on when the decision is
ruals for costs in advance of
ntinual review. They may
 the annual revision of

190. The Board's authonty does not extend o recommendmg budgetary standards

or budgetary concepts, but the Board is conimitted to providing reliable accounung

information that supports budget: planning and formulauon The Board also supports

: efforts to ensure the accuracy snd rcltabtltty of reporung on the budget.

N 191 The Board's own focus ison developlng gerierally. accepted accounting
_ 'stcndards for reporung on the ﬁnanctnl operauons, financial position, and financial
" condition’ of the federal government and its component enuues and other ‘useful
- financial - tnfoxmauon This implies a variety of measures of costs and other.
. information that’ complements the mt‘ormeuon avetlable in the budget.  Together with
" budgetary reports, these reports will provide & more comprehenstve and tns:ghtful ‘

understanding of the government's financial posmon, results of operauons, and -

: ’ﬁnenc:al condttxon thnn elther set of reports slone
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CHAPTER 8: HOW FINANCIAL REPORTING SUPPORTS
REPORTING ON OPERATING PERFORMANCE  *

192.  The second objectxve and its subobjcctxves conccrn reportmg on performance.
References to measuring cost pervade this objective and its supportmg namrative. The
topics of cost and performance measurement are related because it is by associating

* cost with activities or “cost objectives” that accounting can make much of its
contribution to reporting on- pcrformance )

193.  Setting performance _:gcg is a function of management, not of accountants.

That is, elected and appomted officials, including both program and policy officials,

dec:dc what the government will do, how much the. ‘government will do, and how it
~will be done. These officials consxder the relcvant constraints and other factors when

' estabhshmg the performance targets Mcasunng performance agamst those goals is an

eucnt:al part of management. .On the other hand, measunng cost is an important part
.of meuunng performance, end measunng cost and reporting the results is a function
" of accounting and the financial reporting system. F inancial reporting standards deal
with what information is reported and how it is reponed not ‘with the target levels of
pcrformance .

194.  This Chapter ﬁrst discusses cost measurement in. gcneral terms, then outhnes
a framework for reporting on performance to show how cost information can assist in
that endeavor. 'Both cost measurement and performance measurement are complex
subjects. thﬁcult problems arise during attempts to implement the ideas involved.

. For example, meaningful interpretation may require disaggregation of information, or
adjustment of targets for dxfferences in client characteristics, for local conditions, and
for other factors beyond the govcrnment's control. Such problems are beyond the

- scopeof this' conceptual document. This Statement.does not purport to present &

~ comprehensive discussion of how to measure cost or performance Neither does this -
Statement address the problems of lmplementctton it merely shows the relationship
between' financial reporting and performance reporting in conceptual terms.

COST MEASUREMENT

195. -~ As used in this Statement of Concepts, “cost” is the monetary value of the
resources used. Thus far, the FASAB has considered the recognition and
measurement of certain assets and liabilities that could influence the amount of cost
recognized in a given period by a federal reporting eéntity. For example, the Board's
Statement on Accounting for Direct Loans and Loan Guarantees implements accrual
accounting for these programs, similar to the accrual budgeting mandated for them by
the Credit Reform Act of 1990.

196. A “cost objective” is a program, & function, an activity, an organizational
subdivision, a contract, or another work unit for which cost data are desired and for

which provision is made to accumulate and measure the cost of processes, products, .

jobs, capital projects, etc. The basic premise of cost accounting has been described
by saying that the measurement, assignment, and allocation of costs to cost objectives
should be based on the beneficial or causal relationship between those costs and the
cost objectives. In defining the proper measurement, assignment, and allocation of
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Ny cost fora given purpose. selectmg the eppropnate aecounung method and whet.her to
use full cosung should be carefully constdered i

g O ~ Methed ol'Aceouming

197. - The accrual basis of accounung generally provndes a better matolung of costs
to the produetron of goods and services, but its ‘'usé and application for any given
v ‘purpose must be carefully evaluated

§CL

Full Costing

3 deexsrons . For. exsmple. tncrementa cost 1s more ,.appropnate for many. kinds of
" decisions, while opportumty cost is more nppropmte for others ‘Similarly, cost that is
controliable at a given management level is more approprtate for most evsluauons of
" the performance of those managers. Accordmgly. accounting systems should perrmt
the calculation of the relevant costs needed for a range of deetsxons. as determined by
" the speetfic sttuauon. end ﬁnanetal reports should reﬂect costs smtable to the: purpose
' tntended. i ‘ ‘

PERFORMANCE MEVA"S'UREV R MENT |

199, " Performance reportmg 15 broader thar, fmanotal reportmg, but good ﬁnanctal
. 'reportmg is essenual to support perfonnance reportlng ‘The GASB has identified
(,ﬂ' EADC three broad categories of measures for reporttng on performnnce of state and. local
’ ' ’governmental entities: those that measure service efforts, those that measure service
accomplishments, end those thst telate efforts to aceompltshrnents Although some.
_ performanee measures may not be clearly assxgnable to one of these categories, the
" categories are helpful for’ understandmg how and where financial reporting can
’conmbure to performenee reporttng by provndmg relevant ﬁrmnetal tnformatton

© 200, " To. clarify’ ‘this relattonshtp, the FASAB may wish to change or expand parts
of the followmg dnscussxon in future’ prOJects At this time, however, the FASAB
* believes this basic framework is appropriate: for the limited purpose ‘of explaining how
ﬁnsnctal reporttng can contnbute to perforrnanee reportmg

‘ Meuure‘s‘ of Efforts

201, Efforts are the amount of t'mancml and nonﬁnancxnl ‘resources (in terms of -
rnoney, matertal ‘and 'so forth) that are put into a program or a process. Measures of
service efforts also include ratios that compare financial-resources with other measures
that may indicate potenual demsnd for services; such as the number of potential
service reelptents :

16The followmg dtscusston is based largely on the GASB s Prelnmmary Vzews on Serwce Efforts and
Aceompluhmem.r Reporrmg, December, 1992.

AN,
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202. Finlnchl lnl‘ormltion includes ﬁnanclal measures of resowces used. They

include the cost of salanes. employee beneﬁts _materials and supplies, contract ,

services, equipment, etc., used in providing a service, The FASAB's exposure draft ,
(ED) on Accounting for Inventory and Related Property is an example of how the /\\) _
FASAB's recommendations could affect information reported on resources used. = R

203. | Nouﬁneneiel vinfornie_tiioi'l includes the folvlo‘w‘ing:‘

. ~ Number of personnel:  Because personnel are a major resource for
many federal agencies and programs, indicators that measure the number of
full-time equivalent employees or employee-hours used in provrdmg 8 service
often provide a significant measure of resources used.
s, Other measures: These may include the amount of equrpment (such
. as number of vehlcles) or. other capntal assets used in provrdmg a service.

‘Beeeuae some. federal progmns use large emounts of capital assets, measures

: of the use. ot' such assets can be lmportant mdroators of resources used.

Meuures of Accompllshmentn

| . ‘204 Measures ot' eeeomplrshments report what was provrded and eclueved with
the resources used. There are two types of measures of aceomphshments-—wg .

and gutcomes. Outputs measure the quantity of services provided. Outcomes measure
the results of providing those outputs. For some kinds of programs, financial
information can provide measures of accomplishments. For example, for some

~ government business-type activities, just as for profit-seeking businesses, the revenue

carned can be used as an indicator of accomplishments. In most government

. .progmns however, the important indicators of accomplishments are based on

nonfinancial mformatlou. as discussed below. ‘ . . : TN
. IR ' ‘ @‘"“’?
-208. Outputs. whtc_h can be measured in these weys:-
| . Quanuty of service provrded These md:eators measure the physical
quantity of a service provrded
. Quantity of a service provrded that meets a certam quality

requirement: These indicators measure the physxcal quantity of a service
provided that meets a speetﬁed criterion or a set of criteria. (Quality .
requtrements can saiso be defined and measured regarding inputs.)

206. Outcomes, for which mdxeators measure eecompltshments or results that
occur (at least partially) because of the service efforts. Some authorities use terms
like “impact,” "effect,” or "results” to dnstmgmsh the change in outcomes specifically
caused by the governmental activity from the total change in outcomes that can be
caused by many factors. Though it is not always feasible, in theory performance .
evaluation should focus on results or effects in the sense of impacts, i.c., on the .
differences between program outcomes and the outcomes that would have occurred in
the absence of the program. Results also melude measures of pubhc perceptions of
outcomes.

© 207. - Outcome measures are particularly useful when presented as eompansons -

with previous years, established targets, goals and objectives, generally accepted

- norms and standards (in the sense of "targets"), other parts of the entxty, or other
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comparable entities. . .

m : '208.  Sometimes, the secondary and/or unintended effects of a service on the
( A ‘ service recipients, community, or nation can be identified and may warrant reporting.

Measures That Relate Eﬂorts to Accompliahments o : :v o '

- ;209 For proﬁt-seekrng entttres and t‘or sorne bustncss-type ‘government programs,

‘ the amount of net income can be. thought of as a single tndtcator that relates

""" S o ,orgamzattonal efforts;to accompltshments ‘For most government activities, however,
S R 1 amngful manner is more’ complex “Two

‘ e tys relative efﬁcrency when compared with: prevrous :
~ results, estabhshed goals and objecuves, generally accepted norms or targets, :
" or. results achieved by similar entities. B :
e .. Effectiveness or cost-outcome measures that relate efforts to the ‘
_ outcomes or results of services: 'l'hese nmeasures report the cost per unit of .
- outcome or result. They relate costs ‘and results to help managers, executrves, :
N Congress and cmzens assess the value of the servrccs provrded by an enttty

. TR 210 “Asis evrdent ﬁnanctal or cost tnformatton is an tmportant component of both
< > e types of measures that attempt to relate efforts to accompltshments

 Limitations of péiiro‘i«ﬁ-nge' Measirement =

il e Perforrnance measurement is an essentxal part of good management and
' ‘perforrnance reporttng is'an’ essenttal part of govcmrnent accountabthty Important
- klln:utattons and difficulties assocrated with performance measurement and reporting
should be: noted although they cannot be fully explored in a brief outline -of the
suh]ect such as thrs For example, perforrnance usually cannot be fully descnbed by a
' single measure, rndrcators of service efforts and accompltshments do not, by
' themseives, tndtcate why performance is at the level reported and reporting
quantrt’rable indicators can somettmes have unmtended consequences

212, For these and other reasons, the three categones ot' perfomance measures
generally need to be' accornpamed by suttable explanatory information. Indeed,
' narfative mformatton is an essential part of reportrng on pert'ormance Explanatory
“information includes both quantttattve and narrative tnt‘ormatron to help report users
understand reported measures, assess the reporttng enttty s performance, and evaluate
the significance of underlytng factors that may have affected the reported performance.
. (As noted, the reporting. entity may- be the. t'ederal government as a. whole or any of its
“‘component. reporting entities.). Explanatory information can include, for exaxnple,
information about factors substantxally outside the entity's control, as well as’
~ information about factors over which the entity has srgmﬁcant control.

Q o ' ‘ | Volume l,'»llersion 1.0
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APPENDIX A: BASIS FOR CONCLUSIONS :

INTRODUCTION

/213, This appendix summarizes some of the considerations that were deemed
significant by members of the Board in reaching the conclusions in this Statement. It
includes reasons for accepting certain approaches and for rejecting others. Individual

: Boer'd‘members'gave: g'r'ente‘t'Weight to some factors “thnn to othere

, 214.. . The Bonrd used eevenl methods to arrive at the knowledge bese and
 conclusions that shape this- Smement Its staff conducted focus group discussions,
.interviewed users and preparers of financial mfomeuon, md performed other research.

_215 Besed on tlns work, the Boerd pubhshed an exposure draft on January 8,
1993, as celled for by the Board's rules of procedure Forty-six letters were received
in response The Bonrd elso helda pubhe heanng on the exposure draft on April 21-
o 22,1993, at wlnch n reeelved vulueble eommenu

216, The Boexd wxshes_ to ,thankeve;y_one ‘wl;o‘pa_rtieipatediin the process.

RELATIONSHIP BETWEEN FINANCIAL REPORTING AND 'I'I'IE BUDGET

217. The Board eonsldered whether it should modtfy the exposure draft's

- discussion of the relationship between financial repomng and the budget. Seversi .

, respondents commented on this subject, but often in dxfferem ways. Some alluded 10

_ budgetary and proprietary - (or "accrual” or "t'mencxel') accounting in a context that
implied each should be on a different basis but reported in an integrated fashion
Others suggested that using the same basis for reporting and for budgeting was
essentul to achieve the objecuves stated for federal financial repomng '

218. . Many recommendations have been made over the years that mformmon on
~ expenditures be manged to permit better perception of the relationship between the

h expendztures and national policy objectives. Some of those recommendations have

 related to the budget. - Some have called for an "accrual-basis” budget. Those who
would like to chenge the orgemzmon and/or the basis of the budget, e.g., to more of a

"program” orgamzauon or to more of an accruel" basxs, xmght regard financial

repomng from'a program perspective and/or on an accrual basis as a valuable first
step before eonsxdenng resmmnng the budget.

219. Others may have fundamentally different views. For example, some believe
there is merit in maintaining a distinction between accrual accounting and budgeting,

except to the extent that those mvolved in preparing and approving the budget elect to. .

~ use an accrual convention, as in the Credit Reform Act of. 1990. These persons
believe that the budgetary basis of measurement should, in principle, sometimes be
different from the accrual basis. They infer this from t.he dxfferent purposes of
budgeung end fuuneml repomng.

220.  The Board concluded that there was oo 18 reason to change the discussion of
~ this topic in this Statement, because the Board has no jurisdiction regarding the
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(.. (ﬂ STATE AND LOCAL

budget.

L GOVERNMENTS/AND- OTHER NONFEDERAL ENTITIES

221. Some respondents expressed concern about the potentml impact of federal
accounting standards‘on state:and local governmental accounting. These respondents
would like to'minimize the cost of compliance with federal requirements. ‘To the

-extent: possrble. they' would:like to avoid the need to report on a basis. different from
* that speorﬁed by'thie GASB. ‘Presumably their comments dealt with general purpose

: reportrng because’ grantees must now prepare various. special purpose reports pursuant
‘ to the requtrements ‘of grantmg egencres, OMB the Stngle Audit Act, eto.

' 222. . The FASAB has no intent to. reeornmend standlrds for genernl purpose

external financial reporting by nonfederal entities. The FASAB's mission-is to

: '1'eonsrder end‘:‘re mmend accounting principles for the federal government. The

therefore, will. have no:direét effect on nonfederal entities. . It is true,

*'however, that the FASAB's reeornrnendattons could: eventually result in moreased
" demand for ‘informatio b'from recipients of: federal funds. - This could happen when
“'such information was neoessery for federal reportmgaentmes 10 achieve the stated

objectives of federal financial reporting. Sueh requircments would be specrel

g purpose repomng requrrements t‘rom the: perspeottve of - gunt and contraot recrptents

223. These requtrements rnost ltkely would be tmpose ,,by program ofﬁctals in
contracts and ‘grant agreements with the recipients of the.federal funds. ‘The Board

S aelmowledges ‘that the federal. government hasa responstblhty to consider the cost

g,;_

imposed on:nonfederal entities when making decisions.to impose such requirements.
'At the 'same time; benefits to all entmes and to nll ertrzens mvolved also must be

considered.

REPORTING ON PERFORMANCE AND USING NONFINANCIAL INFORMATION

'22 Most respondents who addressed reportmg on perfomnce supported the
: exposure draft, but some:thought the language was too encompassing. The Board

concluded that their concern was stimulated in part by the wording of the first three
objectives in the exposure draft. Each began with the phrase "federal financial
reporting should assist . ... " - However, each of these objectives subsequently

- .included a ‘phrase "Fedenl financial reporting:should enable the reader to determine

:" that perhaps tmphed more than the Board rntended

v225 Aceordtngly, the Bonrd substttuted the phrese provrde information that he!ps

the reader .* for "enable ... ." The Board also made certain other changes
recommended by some respondents In particular, the Statement now uses the phrase
"performance target” to refer to desired levels of performanoe defined by elected and

- - appointed officials. Tlns term is used instead of "performance standard” to avoid
- possible confusion with "financial reporting standards;" which deal with what
information is to. be reported in desrgnnted reports and: wrth how it is reported. .

A2»2 The Statement also: mekes it elear that performanee targets should be set by
’ progrnm and policy officials working together. Financial officials have & role to play

in this process, especially where financial data are involved. - “That role is ‘based on-

 their expertise in cost measurement and their responsibility to ensure the integrity of
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the data.

227 Oné suthority on public administration has explained the relationship in this

way:

Government accountants are respoiisible in part for capturing,
reporting, and analyzing actual financial information important for

. both policy making and management. . Policy analysts and budget

- _ professionals deal primarily with what .should oceur and accountants

- deal. primarily with capturing and recording what MML In

- addition, government accountants have: audntors reviewing their work
professxonally to further ensure the mtegnty of the accounting

: ’prooeu

. 228. ‘The Board beheves thnt accountmg suppons ﬁmncul reporting and that, in
- ‘the: govemment, financial reporting goes hand in hand with accountabxhty and

'performnnee evaluation. ‘Financial accounting and financial reporting have a special

. role in assuring compliance with. ﬁnance-related requuement.s for transactions. This is -

'~ ‘most du’ectly televnnx 10 objecuves land 4. ‘

. ‘229, aneul repomng however. also provxdes useful mformanon about costs,
assets, and liabilities. This information is especially relevant to objectives 2 and 3.

- Routine reporting of outputs, outcomes, and their costs is an important part of a

- performance: monitoring system.. Assessments of impacts (also referred to as effects,

or results):specifically caused by govemmental action are more likely to be performed

in less-frequent program evaluations and”specnel studies. Those studies draw upon the
output; outcome, and cost. information t.hat is (or should be) more frequently
published. : _—

230 Federal accounting and financial reporting exist wntﬁm the context of various

laws: mtended to foster accountability and performance evaluation. Neither the -
. FASAB nor federal financial reporting can independently. accomplish the objectives of

evaluating performance or assuring accountability, but they can contribute to achieving

- them. Furthermore, to make their. essential contribution to these ends, accountants,

auditors, and financial managers must understand the ovenll framework for achieving

: these objecnves

23 1. For nongovemmenul entities, compexmve mnrkets for goods, services, and
capital provide an independent assessment of the economy, efficiency, and
effectiveness with which those entities use resources to meet their customers' needs.
There is no similar proof-of value for federal output mdependent of the political

-process. To report on the results of operations of a governmental entity, nonfinancial
' mformauon is essentul in conjunetlon with financial mformauon

232. In concept, this fact eould unply that a complete ﬁnancul report of a federal
reporting entity should include ‘indicators of economy, efficiency, and cost
effectiveness if the report is to fairly-present the entity's financial position and results
of operations. Paragraph 164 notes that financial or.cost information is an important

- component of both types of measures that attempt to relate efforts to accomplishments.

"Thomas D. Lynch, "President's Column," ASPA Times, vol. 16, No. 6 (June 1, 1993), p. 5.
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STEWARDSHIP

In practice, the extent to which it is feasible and cost effecttve to present such
mformatxon can. be decxded only after careful study of the spectﬁc circumstances.

7233, While spectﬁe decmons wxll reqmre further study, the Board notes its belief
" that any attempt to demonstrate ‘accountability beyond probity (level 5) and process
(level 4) requires performance measures.'®- The Board's user needs study, its public
" hearings, and similar sources of information suggest a widespread belief that the

federal government needs to. make a more systematic attempt to measure and report
outputs, outcomes (including impacts), and the costs of prodicing them. To do this,

' the Board believes, accounting and financial reporting play an'essential part -
‘ throughout the cycle of planmng, ndgetmg. ﬁnancxal management and evaluatton of
federal actmttes ' ‘ : LR

234. Afew respondents satd that the stewardslup ob_;ectxve descnbed in the ‘
exposure draft was too broad. They felt that information on the effects on the nation .

of policy decisions was outside the scope-of federal financial reporting. The Board
concluded that this concern-hke the' preceding one regarding reporting on

 performance--stemmed in part from the- wordmg and structure of the first three
y' objecuves in the exposure draft ) SRR : :

235.‘“ Accordmgly, the Board substxtuted ithe phrase ptovxde mforrnanon that helps
" for "eriable . . " Asnoted edrlier, federal financial reporting cannot by itself
aceomphsh the objectives ‘of evaluating or assuring stewardshxp, n can only contnbute

to those goals :

236. The Board notes that the federal govemment has two levels of stewardship.

~ One is for its own assets and liabilities and its ongoing ability to operate. The other

is its constitutional responsibility for the nation's wealth-and well-being. It is umque
in this respect If the nation's weaith and well-being are deteriorating, the
government's financial condition is, or soon will be, deteriorating also--and vice versa.
The financial condition of a sovereign national government and that of the nation
itself are inextricably intertwined. Some information about the overall context must
be provided, therefore, when reporting on the' government as a whole, and perhaps

‘when. reporting on selected programs.:-As explained in Chapter 1, the FASAB does

not recommend standards for economic reporting; but it may consider whether such
tnformatton should be mcluded in certatn t'tnanctal reports

SYSTEMS AND CONTROL

‘237 Most respondents who addressed the fourth objective; originally titled

"Deterring Fraud Waste and Abuse,” supported the exposure draft, though some
suggested that it could be phrased in a more positive fashion. ' Several emphasized the

‘need for this objective and for standards to achieve it, but a few thought that internal
control should not be regarded as an element of financial reporting. Others suggested
: -that a separate ob_pecttve on thts toplc was not necessary because 1t could be. mferred

8L cvels of accountability are discussed in Chapter 3.
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from the - other objecuves

238 The Board agreed that the objective should be stated in more positive terms.

- Accordingly, it replaced "Deterring Fraud, Waste, and Abuse” with the new heading
"Systems and Control® and made other changes in wording the objective. With regard
to the fundamenta! point, however, the Board continues to- beheve that systems and
‘control. are topxes of sufficient importance end relevance to warrant addressmg in their

own nght.

: 239 The Board's user needs study. publlc hearmgs and other sources of _
.information make abundantly clear that users want assurance that reported information
is credible and reliable. They also want to know tlm reasomble controls are in place
to deter fraud, waste, and abuse. lndependent audit can help provxde this assurance,
but whether information is audited or not, effective systems and controls are essential

to providing such assurance in a cost-effective way. Furthermore, effective systems ’

and controls are essemul to aclnevmg the other objecuves B

. 240 Perhaps the umque contnbuuon of eeeounnng-besed repons for objeeuves 1
and 4 is the "core” accounting data base on transactions, especially on controlied
_transactions subject to finance-related restrictions. -Systems of accounting control are

integral parts of this special role for financial reporting. Similarly, regarding
objective 2 and, to some extent, objective 3, systems and controls are important
because direct observation of outcomes and impacts is often infeasible or expensive.
 In these cases; reliance on accounting and administrative controls to ensure
-compliance with good practices and processes is often a cost-effective surrogate for
trying to measure the value added by govemmental activities,

241.  Finally, the fundamental notion of accountability pervades the entire set of
objectives. Effective systems and:controls are essential prerequisites to accountable
government. Thus, the Board regards systems and controls as an integral part of
accounting, accountability, and financial reporting.

DUAL FOCUS ON INTERNAL AND EXTERNAL USERS

242, Sevenal respondems mermoned users, but no consensus about a change to the
exposure draft was evident. For example, some respondents urged greater emphasis
on the information needs of external users or on objectives of general purpose,
external financial reporting. Others urged greater emphasis on information needs of
lower-level program managers and employees. These comments are not necessarily
contradictory, nor are the competing perspectives necessarily mutually exclusive. The
Board continues to believe that it must consider both external and internal users. The
Board itself is the agent of officials who, in turn, are agents of the public. ‘l‘h:s
orgamzeuonnl fact contributes to the dual focus. - : '

243. - Also, as noted in Chepter l the distinction between internal and external
users is not clear for the federal government. ' Except in degree of detail, virtually all
federal financial information is of interest to at least some segments of the public.

244, The Board aeknoWledge's that this dual focus ﬁu often create the need to
balance various considerations to arrive at an optimal result. For example, as one
respondent properly noted, there could be a danger of emphasizing what he termed
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““comparable consistency” for uniform reporting to users who want comparable ‘
information across agencies. He was concerned ‘that this might interfere with: relevant, :
customization” of information systems to meet the unique needs of agenciesin =~
response to their specific environments. It is understood that "comparable
consistency” of information is needed for some purposes and "relevant customization"

: for others ' S :

245 The Board is pnmanly concemed thh the fonner class of uses end reports,
ie., w:th ensuring the provision of comparable data. where itis relevnnt and cost-
effective to do so. Individual preparers often are not in a-good position to judge the
. cost-benefit ratio of such information govenmentwide. They are aware of the costs
they incur to produce information, but they often are not eware of the potential benefit
of producing that information. * Neither are they ina posmon to estabhsh standards
- that: would produce such information. . ... ...

lits. sponsors to mnndate releuunt customizatxon thhnn agencxes ' Presumably each
preparer can; and. wxll take care.of thnt provnded that resources are avaxleble to do so-
-and that. there are no bureaucratxc unpedtments

247. ln concept therefore, there need be no conflict between "comparable

. conststency and "relevant customization.” Funhermore in theory, properly designed

- accounting systems should. facxhtate both mtemal and extemal reporting. In practice,

~_however, because. adxmmstrauve resources for mformatnon processing systems are

- limited and because new. systems take txme t0. mstall  externally-imposed requirements
for comparable consistency could compe,te with addressmg internally perceived needs
for relevant customization. The Board acknowledges this trade-off. This is just one’
-of many cost-benefit factors that the Board will. need to consxder as it addresses each

specxﬁc issue: in subsequent projects.

: OBJECT IVES FOR GOVERNMENTWIDE AND COMPONENT ENTITY REPORTS

248. Some respondents suggested there should be separate sets of objectives for
governmentwide and. component entity reports. Similarly, it might also be possxble to.
distinguish objectives for reporting by o rgam;at;ona! unit components from those for
functional or. program components. Alternatxvelv, one might imagine separate sets of
objectives for reports to dxfferent audxences The Board concluded that different
reports are likely to emphestze different objecuves but that there is no need to prepare
separate statements of objecuves The Board will give due consideration to variations
in emphasis among the objectives for different types of repons in subsequent
smements and projects ‘ .. , .
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APPENDIX B USERS' INFORMATION NEEDS ADDRESSED BY
FEDERAL F INANCIAL REPORTING

o

{~ 249,  This appendix is consistent with Chapter s dxscussnon of users' needs for
' financial information. It represents an intermediate step in the Board's consideration
of the financiai reporting objectives implied by those needs. The appendix is included
"to aid the reader in understanding the reporung objecuves by providing another
perspecuve on the xssues

250, The ﬁnancml mformauon needs of the four ‘user groups can be classified into
six eategones '

: Informauon on the sources s and uses ot‘ budgetary resources
Information about operations and the related resources
 Information about the government's assets
" Infomauon ‘about the government's liabilities and financial responsxbxlmes
Information that addresses concerns with the future :
Information that chseloses the levels of financial controls

pvﬁwvr'

251, In some eases. the. specxﬁc nature of the mformauon would be basically the
same for all four groups of users; only the level of detail would vary. For example,
the amount of unobhgated budgetary authority available to be obligated would be of
interest to program managers wanting to avoid violations of the Anti-Deficiency Act
and to executives wanting to k.now the avaxlabxhty of budgetary resources that can be

reprogrammed for other purposes

252 In other cases, the specific nature ot' the information would vary, depending ,
on the reporting entity, the report user.and the use to which the information was put. N
For example, “error rates™ could refer to errors in determining the monthly payment an D
individual was entitled to receive from the government or errors in calculaung fees

that a company was required to pay the government.

INFORMATION ON THE SOURCES AND USES Ol-' BUDGETARY RESOURCES

253. The budget is the starting point for the government's finances. All users want
to know the makeup of the budget, i.e., the budget suthority, the obligations, the *
outlays, the receipts and offsetting collections, etc. They want to know how the

' budget was executed and particularly whether it was executed in accordanee with the
appropriation statutes and other laws affecting the entity's finances. They want to
know the status of the budgetary resources, including the extent of obligated and
unobligated budget authority. Finally, they want to know the sufﬁcreney of the
budget authority for covering .future commitments.

13+Obligations” has a meaning in federal accounting similar to that of “encumbrances” in state and
local governmental accounting; that is, it reflects a reservation of appropriated spending authority that will be
used to pay for a specific contract, a purchase order, or another item. '
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INFORMATION ABOUTOPERATIONS Aﬂﬁrmm‘:x.uzn*nzsormczs :

254 Accompmymg the need for information about budgetary resources is a need
- for information’ about the operations of the government's: programs. This includes
~ information about the costs of the | ‘programs, classified in'ways that provide further
‘ ‘understandmg such as by program or aetxvxty. direct or indirect, fixed and variable, in
comparison to estimates, or by object (e:g., personnel).  Information that discloses
umt total and margmal costs end changes in costs is also useful

'255 " Cost mfonmtlon reﬂeets the mputs for government services. Equally useful
“is mformeuon about the outputs, outcomes, efficiency, and effectiveness of
" government services, by themselves or in relation to’a- ‘budget or goals, and any
“ changes. “This would include-an identification of the periods in which the
) eeeomphshments would be realized. Such mformauon helps fonn a basis for voting,
o 'f\mdmg 'd management deemons ':jf T

INFORMATION ABOU’I‘ 'I‘HE GOVERNMENT'S ASSETS

‘ 256.‘ Fmancxel statement users want consldereble mformauon about the
government's assets. They want to know-whether the ba